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FOOD CHAIN PRICING ACTIVITIES

MONDAY, DECEMBER 9, 1974

CONGRESS OF THEr UNITED STATES,
JOINT ECONOMIC COMMITTEE,

Wa8hington, D.C.
The committee met, pursuant to notice, at 10:10 a.m., in room 318,

Russell Senate Office Building, Hon. William Proxmire (vice chair-
man of the committee) presiding.

Present: Senators Proxmire and Schweiker.
Also present: John R. Stark, executive director; Loughlin F. Mc-

I-ugh, senior economist; Peter Stockton and Larry Yuspeh, profes-
sional staff members; and Michael J. Runde, administrative assistant.

OPENING STATE:MIENT OF SENATOR PROXMIRE

Senator PROXMIRE. The committee will come to order.
This morning we begin the hearings on price activities in the dis-

tribution of food. I think that many people in this country are very
disturbed about what has happened to food prices in the last year.
We have had a sharp increase in food prices and this is perhaps the
cruelest aspect of inflation and the one that is most familiar to the
overwhelming majority of the American people. People are con-
cerned about the price of shelter and the price of automobiles, and
so forth, but where they may buy an automobile once every other
year or a house once or twice in a lifetime, they buy food once a week
or twice a week and are very familiar and very conscious and sensitive
to price increases.

The most puzzling aspect of this increase in food prices is the fact
that it has occurred when farm prices, the price that farmers have
been getting, has been going down. We have had an increase roughly
about 11 Dereent in food prices in the past year, and a drop of the
price the farmer receives of about 7 percent; a widening margin. The
farmer last year was getting a substantial portion of the housewife's
dollar, about half, and now he is setting much less than half.

Tn the course of pursuing this investigation, the committee has
taken advantage of the authority given to it by the Congress and has
siibnenaed documents from 17 largest retail food stores to support our
porition.

Before I introduce our leadoff witness, I am going to call on Senator
Sebweiker for whatever remarks he may like to make.

Senator SC*HWEIKER. Thank you very much. I would like to compli-
ment the chairman for holding this series of hearings. I am very much
concerned, as is he, about some of these pricing policies. Just a couple
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of months ago, I sent a member of my staff into the Philadelphia area
to shop at the shelf to see what was happening at retail pricing of
various items. Within half an hour after my staffer went out to pur-
chase grocery items, he came back with five; three of which had been
increased in price three times while they were sitting on the shelf,
and two of which had been increased twice. It was just unbelievable to
me that an item could go up three times just sitting on a shelf.

Obviously the same piece of mechandise that had been bought at
a lower price was marked up two additional times, and in.addition.
one of those items had increased in price 30 percent while sitting on
the shelf doing nothing. and three other items had increased 20 percent
while sitting on the shelf doing nothing. It is just this kind of irrespon-
sible pricing practices that drives the housewife up the wall and brings
a severe question into all of our pricing and distribution policies and
whether they are being conducted in the best interests of this country,
or whether in fact some small groups are selectively taking advantage
of the very unfortunate inflationary situation. So I commend the
chairman for these hearings and I look forward to participating.

Thank you.
- Senator PROXMIRE. Thank you.

Our first witness this morning, besides being the mayor of San
Francisco, is also one of the most highly regarded antitrust lawyers
in the country. He has testified on a number of occasions before the
Congress on antitrust matters.

In August of 1974, Mayor Alioto's law firm successfully prosecuted
A. & P. for price fixing conspiracy, along with other major chains in
the beef market. This is the only major successful antitrust case
brought in the food retailing industry I know of. Subsequently the
cattlemen who brought this suit, including Mr. Bray, who I am happy
to see is accompanying Mayor Alioto today, were awarded over $32
million in damages. Safeway and Kroger settled out of court just prior
to the trial.

In the course of this nearly 6-year investigation and trial, the mavor
and his law firm learned as much about how the major food chains
operate as anyone in this country. We are delighted to have the mayor
and Mr. Bray with us today to discuss the competitive nature of the
food retailing indistry.

I understand, Mayor, that you telexed copies of the statement to the
committee on Friday. however, you have now elected to depart from
that statement. We are happy to have you present the statement how-
ever you wish. So go right ahead.

Once again, I want to thank you for appearing. You not only are
an eminent antitrust lawyer, but an outstanding public servant that
we are honored to have.

STATEMENT OF HON. JOSEPH L. ALIOTO, MAYOR OF SAN FRAN.
CISCO, ACCOMPANIED BY IRVIN BRAY

Mayor ALIOTO. Thank you very much, Senator Proxmire, and dis-
tinquished members of the Senate. Mr. Bray and I want to thank you
for the opportunity of making a presentation on this very vital mat-
ter. Mr. Bray, who sits. with me, is- one of the plaintiffs in the case to
which you refer. He is a cattleman who has been active not only in
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California, but actually in connection with this case, Senator he was
active in a type of association in terms of financing the case, putting
up the litigation expenses. by the cattlemen from South Dakota,
Iowa, Wyoming, Colorado, and the State of Washington. Now there,
have been additional lawsuits, not just by beef producers in those
States, but beef producers in the Texas Panhandle. the Oklahoma Pan-
handle, Kansas, and producers in the Clovis, N. MIex. area. So what
we have is a representation of a group of cattlemen who have been
decrying the fact that for the past 40 years, many high officials in
Government made the charge that prices have been fixed conspira-
torially low to producers of beef, and conspiratorially high to con-
sumers. But no one had ever proved these charges until the last week
of July of this year when a jury in San Francisco found that the
A. & P. Co. had fixed low prices to producers while fixing high prices
to consumers. That is the actual finding of that jury's verdict.

Let me say there are post-trial motions pending at the present time.
Those motions are being heard Thursday of this week. On Thursday
of this week a Federal judge in San Francisco will decide what injunc-
tive relief, if any. should be awarded: whether the verdict should
stand; and whether that particular action should be opened as a class
action to all the other beef producers. There have been approximately
four other cases filed since that time and three more are about to be
filed, and the question of whether they consolidate all of those actions
by the device of a class action on Thursday will be decided by the
Federal judge in San Francisco.

Now in order to be sure that no one thinks this committee is getting
a one-sided slant on what the evidence was in that case, I am going
to leave with this committee a statement prepared by the attorneys
for A. & P., giving their full version of the facts in this controversy.
Some of those facts. I think, are important admissions, but neverthe-
less, this is a statement prepared by their advocate. It is an advocate's
statement. I am going to leave it with this committee so it can never
be said we gave simply a slanted presentation of this evidence.

Let me say first of ail that if anybody wonders what a big city mayor
is doing talking about what looks like a rural problem. I would like
to explain it isn't a rural problem; it is a big city problem. The prin-
cipal victims of inflation, as we see it. Senator Proxmire, are those
who dwell in the city and particularly those who dwell in the inner
city. Furthermore. city governments themselves are very important
purchasers of beef products so that we may run our hospitals. run
our institutions, run our schools generally. So we are very important
purchasers of beef products. and we talk from that standpoint. Now,
in addition to that. my office has represented farm producers over a
long period of time. beginning in 1945 until the present time. and
we have brought actions against chain stores. I think that we have an
insight into chain store practices that very, very few offices in this
country have, and we have that insight on the basis of having the
subpena power to get some rather confidential documents that do not
ordinarily see the light of day.

I want to make an analogy. Until December of 1959, there were a
lot of congressional hearings about the prices of electrical equipment.
Lots of them. As a matter of fact. in May of 1959. just .3 months before
the dike broke, Senator Kefauver summoned all of the executive of
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Westinghouse and General Electric to come down to Washington and
tell him why there was a $17 million uniform bid by GE and West-
inghouse on TVA equipment while a British company. operating
through a tariff barrier, bid $12 million, which was $5 million less.

He listened to a lot of conversation from the president of GE to
the effect that if you go into a town and you try to buy a bag of peanuts,
generally all bags of peanuts are the same price. That is the kind of
conversation we got in 1959. Three months later, when a witness con-
nected with the electrical industry installations was called before the
grand jury-a fellow who constitutionally couldn't tell a lie-his testi-
money started to open tip information on collusive meetings between
the principal manufacturers of electrical equipment. And the whole
thing broke open. But one thing was very evident, Senator. everything
you heard from congressional committees after that date was radically
different from everything you heard prior to that date. As a matter
of fact, prior to that date, the assistanct Attorney General in charge
of the Antitrust Division went up to General Electric specifically to
commend them for the fact that they had an antitrust polity in -which
they exerted their employees not to engage in collusive prantices. And
when my office filed a lawsuit back in 1942 against General Electric, we
were accused by the defense lawyers-who were very, very active in
the American Bar Association and who used to sit on committees to
determine who should be Federal judges-my office was accused of
filingr baseless suits against General Electric. But awhen that dike
finally broke, we all knew the obvious truth that for 20 years prior to
that time, indeed for 70 years prior to that time. with respect to some
equipment. there had been collusive meetings and what the Congress
was getting at that time -was pretty bland stuff compared to what the
truth was.

Now, I have been attentive to the testimony before the Congress. and
I don't know how much longer folks are goina to be able to get away
with the kind of nonsense that they can't tell you what their retail
profits are on beef. They have been getting away with it up to this
very moment. I don't know v how much longer that should last. I don't
know how much longer representatives of chainstores can appear be-
fore Congress within 20 days of this date I am talking about and give
legislators some bland stuff about what their associations are doing.
They are associations solely for the purpose of promoting legislation
and promoting lobbving. but up to this moment, they have been getting
away with that kind of business.

'We got our peek into this industry, and we want to talk to you about
our version of this industry. After I am througrh with this statement. I
will be delighted to have questions from vou directed to me or Mr.
Bray. MIr. Bray is a practical man who has dealt with this industry
over many. many years. He knows the fact that the chainstores repre-
sentatives themselves admit. That is that beef producers are forced to
sell these days below their cost of production. And even in their own
councils the chainstore representatives talk about the fact-well. for
example, take one of the minutes of the National Association of Food
Chains. The minutes revealed that the Secretary of the organization
advised his membership that one of the key problems of the industry
was to keen the cattlemen alive until thev were able to get higher
prices. So they are aware of the beef producers' plight.
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In addition to that, when viewing on television the horrible spec-
tacle of beef producers shooting live cattle-and that was just a hor-
rible spectacle-we were shocked. But those cattlemen weren't insane.
Their actions came from real desperation and the fact that the price
to the beef producers at the same time when food prices were soaring-
that the prices to the beef producers were below the cost of production.
Mr. Bray can answer very practical questions, like when he asked a
packer out in California on Monday: "What is the price of beef
today?" The packer said, "I can't tell you until Safeway gives me the
word on Wednesday." He has to listen to that kind of conservation
today at a time when the demand for beef is such that we have to im-
port it and that is the kind of conversation he has to listen to today,
let along any other day.

Here is our view of this industry. We want to answer your question
number four of your press release, which asks: "Does the enormous
buying power of the chains lead to anticompetitive activities?" We
think that the enormous power of the chains plus the collaboration that
they are able to achieve through the National Association of Food
Chains-their trade organization-plus the collaboration they are able
to achieve by private contracts-that all of these things do in fact con-
stitute anticompetitive activities, or monopolistic activities, if you will.

Now, here is our view of this industry. The three big chains-and I
want to say that the period of time that we addressed ourselves to, as
far as the complaint was concerned, was 1964 through 1968. The evi-
dence was permitted all the way up to 1972 in order to show the effect
on the industry, the temporary effect after Safeway and Kroger agreed
to an injunction, Senator, and that is all they were looking for at that
time; nobody was looking for big damages. We just wanted relief
from the wav beef was being purchased.

In any event, we think that there is such a huge concentration of
buying power in these three chains. Particularly and incidentally the
three of them today are doing about $20 billion of sales and in 1968,
did something like $12 billion of sales. Also the dropoff from the num-
ber three chains, to the number four chains is a very, very substantial
dropoff. We named as coconspirators 6 other chains so that we had 10
of them that we were examining as far as the evidence was concerned.
And quite aside from what you are listening to these days from their
representatives, Senator, here is what we think is the real story on
this.

There are 20 billion pounds of beef bought per year, 20 billion
pounds. The price over the years has been from 22 cents to 28 cents to
producers. In the past 20 years, beginning, say approximately in 1954,
that sread between what the producer received and what the consumer
paid at the retail level has been broadened, but the producers' share
of that dollar hasn't increased with it, except for a temporary period
of approximately eight or nine months after the Safewav and Kroger
injunctions. And we claim that those injunctions were the real cause
of that price increase. That is one of the items in dispute, and now it is
being repeated.

Now, every Tuesdav A. & P. out of a central office in Chicago buys
20 million pounds of beef, every Tuesdav. This central office buys for
all of the more than 4.000 stores of A. & P. The A. & P. organizational
expansion has been largely by building new stores, by internal growth,



rather than acquisitions. Safe way-s organization has been principally
by acquisitions.

I think at this juncture, we are on the threshold of getting into
these buying practices and the mechanics by which beef is brought into
this countrv. I think I would like to talk a word about history, not
very much, but it is a f act we have to deal with.

There was a time when the bottleneck. or the funnel, was in the
hands of five major packers in this country. At the turn of the cen-
tury, we had a series of antitrust prosecutions that finally led to legis-
lation and this is significant, Senator, because we think the answer to
what is happening here lies in legislation rather than in court action
alone. I don't think the courts are geared to act quickly enough in
what I think is a very, very important matter. In any event, these
five packers stood as kind of a bottleneck between a lot of producers on
one side-and today we have approximately 1 million cattle feed pro-
ducers, 1 million of them-and the packers as at that time also stood
on the other side with a lot of independent stores. So you had great
diversity as far as the retail stores -were concerned, and great diversity
so far as the producers were concerned, and then you had this bottle-
neck right in the middle-the five packers. So we knew what was going
on. That is a rather sordid history, and has been documented many
times.

But now that thing has changed, Senator. Instead of those five
packers in the middle, you have about 2,000 packers throughout this
countrv at that stage of this distribution system, and on the other side.
instead of a lot of mom and pop stores or independent stores-and
indeed, at the time of the Packers' Act, A. & P. was something like a
group of clerks who sold on commission-anyway. you had a great deal
of these "mom and pop" stores, but instead of that now, you have this
tremendous concentration of the chains.

Now the chains, you kno-w, they have told you 1.000 and one times
in these congressional hearings that they only control 20 percent of the
market combined; that they only control 20 percent of the beef market,
but that only tells half the story, because the other 80 percent is a lot
of institutions, governments, hotels, restaurants. and things like that.
In terms of effectively being able to fix the price of beef, it is the chain
buying that does it today. Now, let me get back to this matter of
centralized buying.

Every Tuesday, not Wednesday. not Thursday, not Friday, not
Monday, but every Tuesday, A. & P. starts a buying program at the
Chicago office. That Chicago office buys 90 percent of the beef used
bv A. & P.. 90 percent. and then they buy on a local basis. but only
within their divisions.

-Now, remember A. & P. operates in 30 States and about 180 metro-
politan market areas. The local buying is only within the geographic
areas of that particular division. The Chicago office takes offers on
Monday from all over the countrv. They get the low offer and concen-
trate their buying there, w-hich has the efect of bringing down the price
everywhere else in the country when you are buying 20 million pounds
of beef. 'Now. that night, the A. & P. purchases are printed out by an
organization known as the Provisioner and results are published on
Wednesdav morning with evervbodv winding up with something
called-and this notebook is appropriate-with something called the
'.yellow sheets," and the yellow sheets have the price of that transaction.



Wiin Dixie, the chain that operates in the $outh, its president makes
no bones about the fact that "1 buy. off the yellow sheets. That is my
method of buying; right off the yellow sheets." lie makes no bones
about the fact that is the way he buys.

So those prices set by A. & P. on Tuesday. buying 20 million pounds
of beef: those prices then get to the so-called yellcw sheets. which be-
come a kind of price guide for the rest of the industry. Safeway goes
into the market on Wednesday-as I have noted, wlhen Mr. Bray on
Monday says to the packer: What is the price? And the packer then
tells hfinm: "'I will let you know on Wednesday when Safeway gives
us the word out in California." And they go into the market on
Wednesday with knowledge of what has been done the day before.
Now, up until now I have not mentioned anv collaboration on discus-
sions of costs, prices, margins, things of that nature. up to this moment,
but there is such collaboration. So Safeway follows on Wednesday,
after A. & P. has bought 20 million pounds on Tuesday, and you don't
have to be particularly intelligent to see that that staggered buying is
an effective means of stabilizing price and literally setting the pace
for all of the beef producers throughout the country.

Now, the Safeway's centralized buying office for years was in the
building next to the one that A. & P. had in Chicago. Chicago is not the
natural place to buy beef any more in this country, that changed many,
many years ago. So the presence in Chicago is not because that hap-
pens to be the beef capital of the world, because that isn't true any
more. As you know, the stockyards are no more. The famous Chicago
stockyards are no more, but that is where these two offices are set up.
Part of the injunction against Safeway was that they get out of that
Chicago office, and they have moved out of that Chicago office, and it
was right in the building next door. I am still not saying a word about
collaboration. We will reach that a little later. I am just talking about
the actual mechanics of buying. And in that mechanical set up, there
is not a free interplay of competitive prices at all, in my opinion.

Now, when you look at the statistics of this industry, you observe
that there is no relationship between the price paid to the beef pro-
ducer, MIr. Bray here, and the price charged to the consumer at the
retail level. In ordinary circumstances, the price of wheat, the price
of rice, the price of corn has an effect on corn products or wheat
products or rice products; all the basic commodities themselves. The
price paid to the producer is in fact the governing feature of price
trends there, but not so in the case of beef, and you have to wonder
why. The wonder, I think, stops when you look and analyze what is
being done so far as actual buying practices are concerned.

Let me put aside the actual buying practice and get into an organiza-
tion known as the National Association of Food Chains. The National
Association of Food Chains is the instrumentality and the vehicle by
which the chief executives of the chief chainstores of this country have
an opportunity to meet with each other on a regular basis. They are
the members of the boards of directors and members of the executive
committees. They don't send down technical men. and they don't send
down men who aren't involved in basic policy or basic pricing policy.
They send down the chief executives, in other words, those who are
involved in basic pricing policy.
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Then let me make sure I stated that correctly for the record. They
don't send down technical men, who are not involved in policy; they
send down chief executives who make the policy and who make the
pricing, and they are members of this particular organization.

A. & P. joined the organization in 1965 or 1966. It was in that par-
ticular era. Just before that period, 6 years before that period, the
Safeway Co., which had 120 stores in New York City, got out of New
York City at approximately the beginning of the 1960's. Now, A. & P.
had a lot of stores in Los Angeles, and it got out of Los Angeles. Now,
here are the two largest markets in the country where these chains
were competitive at one juncture, but when we get down to the period
we are talking about, they are geographically noncompetitive.

In the motion picture industry, no one had any difficulty noting the
way the country was split up. Markets like New York City were split
up between IRKO and Lowe's, for example, in New York City, and
nobody had a problem deciding that the geographic situation that took
place was anticompetitive. And as a matter of fact, Senator, yielded
the permissible inference that it was done collusively; nobody had any
problem at all with that situation in the motion picture industry, and
I donlt think anybody ought to have a problem here in noting that
Safewav abandoned New York City with 120 markets, and that A&P
removed its operations from the burgeoning Los Angeles market dur-
ing the 1960's.

*With that background, Senator, they are in this association. Now.
what does this association do? This association has a series of meetings
at which they admittedly discuss things like cost margins. The presi-
d*ent of Wiim Dixie, the southern chain, says it is a "perennial" discus-
sion. Thev admittedly discuss things like at what level there will be
consumer resistance to bacon at the retail level-they say to them-
selves. if you charge more than 99 cents. you are going to meet con-
sumer resistance: they admittedly compile profit statistics on gross
profit margins. All of them. to the man, continue the fiction-and I say
it is doing by a concerted action-that they don't know what their
retail profits are.

Just within the last conple of months. the president of Jewel Tea
Co. said. of course, we know what our profits are. And I hope one thing
will come out of these hearings, Mr. Chairman. I hope that this com-
mittee twill press, and press hard, to get the chief executives to admit
to you that they have seen studies which set out their retail profits on
beef. instead of continuing this fiction that they don't know what their
retail margins are. For example, here is a letter that went out to the
National Association of Food chains-and this was wav back in 1967,
when they were going to a National Cattlemen's meeting. where the
cattlemen are complaining about the fact that they are being robbed
on beef prices-and they were going out there and purported to write
a paper for a Congressman from Iowa where they said: "Net profits on
beef are not attainable, but overall, food chain profits have histori-
cally been very modest." You see. this is the kind of business we are
gett ing- right up to today, that they don't know their net profits, and
we don't believe it. We have had a lot of experience with a lot of in-
dustries where we ask, for instance, the electric companies, or others.
to tell uis what were their net profits on hydrogenerators, tell us what
your net profits are on steam generators. or on power transformers, or
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on circuit breakers, and they always replied by telling us there was no
way they could do it, but before we were through, we finally got a key
executive document that the key executive kept right there on his
desk, which informed him with the very essential facts he needed to
make his judgments.

Now, if this committee works hard at this point, I am sure you can
achieve what we finally achieved in court by blood, sweat. and tears,
and always by fighting up to the last minute despite the fact of mo-
tions being filed, and so on, mainly that the president of Safeway in-
deed knows what his profits are on beef, and the president of A. & P.
indeed knows what his profits are on beef, and that the president of
Kroger, indeed, knows what his profits are on beef. And I tbink if this
committee presses hard and gets that figure on the table and gets an
acknowledgement like a month ago by the president of Jewel Tea that
they in fact know their profits, and then we stop this myth that they
can't tell us what their profits are so we can talk about gross profits
and their overall profits in terms of sales, a percent of sales, I think
we will be accomplishing a great deal.

Now, we had one little insight into this, Senator, just one little
insight, and that insight came from a Safeway document dated back
in 1964, in which they pointed out that the gross profits-that is, the
gross profit being the difference between the delivered cost at the store
and what the consumer pays on beef-and they said the gross profits
in that year of 1963 or 1964 were something like $485 million, a half
billion gross profits, and Safeway document went on to point out that
what they called the "net gain"-and I don't know what that lan-
,guage means-that the net gain was about 45 percent-was about 45
to 49 percent of that gross profit.

The A. & P. expert at the trial and before all congressional hear-
ings, and also before the national food conference that was set up 4 or
5 years ago, the A. & P. expert said that he had that document and
didn't present it before the national food conference. Ile is the same
expert who, when the judge pressed him hard on economic behavior,
and just looking at the statistics in the industry, the production and
the prices and the spreads, just looking at those statistics, the judge
said, "Doesn't that yield the permissible inference that these prices
are collusive?" And after stuttering and puttering, he finally said,
"Yes, it does." "It is questionable," is the way he put it, but the
point is it does yield that inference.

Now, you know it is really disgraceful, but here we are in 1974 and
nobody can tell you what the net profits are on beef with all that we
know about cost accounting and with all the computers we are sup-
posed to have. Now, I just don't believe that stuff. I think we are
about to make a major breakthrough if this comm1nittee can force a
statement as to what they the supermarket chains, really believe their
beef profits are, and whether they have seen any kind of a document
that purports to show those profits. I think those net beef profits are
being suppressed in a concert of action with the association, you know,
what does an association have to do with net profits? Why should a
trade association composed of these kinds of competitive forces-and,.
incidentally, they don't admit independent grocers who have common
buying cooperatives, and they don't admit independent grocers-son
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what do they have to do with net profits. and why should they be talk-
ing about it at all amongst these competitors?

Now. there is another matter. This association gives them the
opportunity to meet. Let me show you some of the subject matters
that they talk about at these association meetings.

In 1969, in the minutes of the NAFC Meat Committee for its annual
meeting of October of 1969, here are some of the subject matters they
are going to be talking about:

The net profit against gross profit aspects; start talking profits in dollars and
not in percent; quit saying the profits will go down. We proved it can go right
up from the start.

This is a trade association, not supposed to have anything to do
with prices. It goes on:

Formula for pricing at wholesale; pricing formulas at wholesale; the pricing
of primal cuts against carcass at retail.

Let me read that again:
The pricing of primal cuts at retail.

"Pricing structure of cuts over provision," and "provision" is the
yellow price sheets I talked to you about earlier.

Now, when the trade association comes here and when some execu-
tive comes here and says, "Yes, we go down to the trade association
and talk about baseball and we talk about lobbying activities and what
is doing in Congress." ask him about this. Here is the subject matter.
dated October of 1969, and ask him, Did you or didn't you discuss this
subiect matter?

Now, everv 2 vears thev have something called the meat clinic. At
this meat clinic, it is not just the association, but certain packers join,
too, and this is what they claim their defense is. They say:

Sure, we have a meat clinic, and our chief executives are there, and our pric-
ing executives are there. hut when we have the Government people, and we have
professors, and we have other people, and we have packers, there, as well.

And this is the same conversation we heard about the electrical con-
vention meetings, y ou know, where they had government people,
professors, and the rest of them, and where they had an opportunity
to meet and did meet in private conferences to stabilize prices.

Now, at these meetings. they identified certain groups by colors.
They promised themselves anonymity that they -wouldn't be reporting
by names. There was what I think was known as the Red Badge
Group, and another the Green Badge Group. We asked them, "Why
the colors?" And thev said. "Because we want it"-and listen to this
explanation, and remember the kinds of explanations they used to give
in the electrical cases-they said:

The colors were because we wanted the people to speak freely, and we didn't
want them to be inhibited by their own superior officers.

Now. to assign a reason like that, an obviously spurious reason, is
in itself on a courtroom basis fairly substantial evidence that the
reasons are otherwise. and the reasons are ulterior. But the point is.
this is their explanation of why they coded themselves and promised
themselves anonymity so that they could give free expression and
give free expression on the subject matters I talked to you about,
which I already mentioned to you.
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Now, when we talk in addition to the opportunity to meet at this
trade association and discuss the things I talked to you about, you
know, formulas for pricing at wholesale or pricing of primal cuts
against carcass, I mean, here are these people with this kind of eco-
nomic power I have already discussed, but in addition to that, talking
to the president of Winn Dixie. which is one of the chains. you say.
"Do you have a private telephone number??" And he said, "Yes. I've
got a private telephone number." "You give it to the president of the
other chain stores?" Answer, "Yes. I have given it to the president of
Safeway,"-and Safeway he mentioned specifically, and he mentioned
the other folks he gave it to. "What do you give him your private tele-
phone number for?"

"Well," he says, "it would be cheaper for them to call me. They won't
have to call person-to-person because they can call station-to-station."
You ask, "What do you talk about?" And he says, "Well, we talk about
general industry matters and all of that."

Now finally, Senator, he admits he does at least talk about the busi-
ness about whether or not they are all going ahead jointly to sell or
lo feature specials when a glut is likely to develop on the market.

Now, they will tell you, isn't that a wonderful thing where there
might be a glut developing. And that it might hurt the farmer, and
so we ought to all get together and push it, but the point is, why
should the president of Winn Dixie be talking to the president of
Safeway or the pricing officers of A. & P. or the others talk about what
is basically a marketing situation that affects the competitive situation?

You see, if we have an industry in which everybody acknowledges
there is no price relationship between what the producer gets and what
the retailer price is, where there is no price relationship, it means that
iJI between, just as there own experts said, there may be collusion or
administered prices, which really explains what is going on. And if
You have an industry like that, then the thing to do with that industry
is to see to it that the pricing executives don't have any opportunity to
talk to each other about any kind of a market situation, any kind of a,
market situation at all. You are not really going to do that either,
unless you outlaw this trade association. This trade association has now
become the instrumentality by which, even the eyes of certain innocent
governmental officials, there is too much conversation among chief
executives.

Now, when you have the kind of concentrated buying power I am
talking about, it takes very little collaboration among sophisticated
people, who not only are conversant with the antitrust laws, but who
have gone through antiturust cases over a long period of time-oh, and
one of the things that A. & P. objected to at the trial was that the
Judge told the jury that while size is not a violation of the antitrust
laws and doesn't constitute a monopoly for the violation of those laws,
but size which has been abused in the past-and he cited a series of
antitrust matters and governmental and private actions in which
A. & P. had been involved-he said size that has been abused in the
past may be taken into consideration by you as to whether or not it is
being abused at the present time. That is true, Senator.

And I think with the kind of sophistication you have in this in-
dustry, that one part of the legislation to come out of this committee is
to outlaw that National Association of Food Chains; just outlaw it.
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If they want to start otherwise to do what are legitimate lobbying
activities, fine, but I think there has been such an incursion of price
activities, discussions of profits, discussions of formulas, discussions
of even retail prices at which consumers will find, well, I think that
stuff shouldn't be talked about by pricing executives or chief executives
if you are going to have a truly free enterprise economy.

Now, that is a general statement, and now I would like to get down
to what I think are remedies that this committee ought to be thinking
about. In this area, I think that direct outlawing of that association
is important. You've got to remove the opportunity for the chief
executives and the pricing authorities to be meeting on anything. That
old dictum, you know, of Adam Smith, that businessmen can hardly
meet for a long period of time that they don't somehow or other turn
their meetings into a price conspiracy against the public, that old
dictum of Adam Smith's I think has a lot of validity.

Let me give you one other episode. I already talked about the private
telephone business. We had an episode in which the president of Safe-
way decided to meet with the president of Lucky and the meeting
coincides at or about the time Safeway is commencing what it calls
the discount policy. They both have elaborate and important offices
in Oakland, but they meet at a hotel in San Leandro and the president
of Safeway doesn't remember the motel, but he is meeting there with
the president of Lucky at or about this time. You ask, "What did
you talk about there?" He said, "I wanted to talk about selling a store."
"Well, what do you mean by meeting in a hotel room when you have
elaborate offices you could meet in to talk about the sale of the store, and
you are the presidents of two important food chains, perhaps the most
important in that particular area?"

This is why I say I think we would be terribly justified in removing
the opportunity for those chief executives to be meeting on business
matters.

Now, here is another matter. I don't think that you can have that
kind of buying with A. & P. sitting in Chicago buying 20 million
pounds a week and Safeway saying to the packers, "We will let you
know Wednesday what we are going to pay," even though the method
of negotiating, according to the president of Safeway, is that Safe-
way never suggests a price, and the packer suggests the price, and
Safeway savs yes or no, but regardless of that, they are not going to
tell them until Wednesday, and I don't think you can have a situation
where those yellow sheets come out on Tuesday night or Wednesday
morning, and the other people say they buy them right off those vel-
low sheets, I don't think as long as you have that kind of centralized
buying with the opportunity for association which these folks have
in their national association, I don't think you can get competitive
pricing and a free enterprise system. You just can't get it. I think
there ought to be come serious thought given-as we legislated in the
Packers' Act-serious thought given as to whether or not the chain
stores shouldn't be broken up, at least into their geographical divi-
sions. A. & P. is operating in 3 States and 182 metropolitan markets,
and not operating in Los Angeles. and Safeway is not operating in
New York, and I just wonder whether you shouldn't break the chains
up to at least the geographical divisions on the theory that they have
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now a concentrated buying power which makes it impossible for the
laws of supply and demand to operate in that particular industry.

Finally, one other subject. When there was a time when the bottle-
neck or funnel or the toll gate, whichever expression you wish to use,
or whichever analogy you want to use, when there was a time when
five packers held that toll gate, we told those five packers, you can't
get into the retail business. We figured that would be the ultimate
monopolistic control, and forward integration-and forward integra-
tion, incidentally, is part of the settlement in that Safeway and Kroger
in this case promised or said it was their policy-and we didn't care
how th-ey expressed it-that there wouldn't be any backward integra-
tionl as they have in many other areas of the food area, you know,
integrated backwards right to the farmer. They said, as part of that
stipulation, that they wouldn't do that. But you stopped the packers
from going into the retail business, and I just wonder if the time
hasn't come that maybe you should encourage the packers to go into
the retail meat business now that the competitive balance has changed
away from the packers to the large retail chains.

So those are three suggestions I would make in terms of legislation:
Outlaw that association. Just outlaw that association. There is too
much talk about cost and profits and margins. There is just too much
opportunity for that, and I don't care how many professors or other
government people are there. There is too much price talk among
pricing executives and you've got to outlaw that or you are not going
to get competitive pricing.

Second, you should think about breaking up those chains into at
least their geographic division. In the injunction on Thursday, we are
asking the court to force those stores to buy store-by-store. Remember
the old theater decree where you had to buy motion pictures theater-
by-theater instead of in blocks? I don't know what the court is going
to do, and I don't want to comment, but I think the chains ought
to be broken up, at least as far as buying units are concerned, that
ought to be broken up into their geographic divisions. And I think
maybe the packers ought to be encouraged to go into the retail busi-
ness now instead of being prohibited from going into the retail
business.

Mr. Bray, who has had a substantial experience, with your kind
permission, Senator, can give a short statement of his background,
who he is. what he does, and the general frustrations he has experi-
enced in this business.

Senator PROXMIRE. All right, Mr. Bray. Would you speak briefly on
it? We have some questions. Senator Schweiker will be right back.
He stepped out of the room.

TMr. BRAY. Thank you, Senator. I was born and raised on a ranch in
California in Monterey County. At the age of 17, I went with my
father to San Francisco with small lots of livestock in the early
thirties. At the age of 19, I commenced a business of my own, carrying
on with the buying and selling with markets and producers and
packers throughout California, and then in late years, I expanded to
coverage in Montana, and the Western States.

As this time progressed, we began to notice a change in the packer
demand or their practices. As the chains in our area, for example,

52-788-75-2
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Safeway is a huge one, and as they acquired more markets, what they
had to say and what they would tell us through the packer, well. it
became more prevalent. As the years went by, more stores and more
stores, as Mr. Alioto has explained, although Safeway says that is
not the way they do it, we would call 10 packers today about what
would be available to be offered on Monday, and they would say, "We
don't know because we have to wait until *Wednesday to see what
Safeway comes out with."

Now, this is the position we find ourselves in, Senator, and it has
been increasingly more like that as each year goes by.

Probably in many people's mind, they would question why we
are still in the business after all these years with this history in the
livestock business. We were born and raised on a farm, on a ranch,
and we like it, and it is our life. The reason we have been able to
carry on is that we had income from other industries, for example,
the real estate, business, the buying and selling of livestock, the
brokerage business, and on the ranch properties. You see. as inflation
carried forth each year. we were able to show our ranch property as
a greater amount of collateral as inflation increased. Now, through
those three: the real estate busines, in my case; the livestock brokerage
business, and the inflation value on our home ranch that we bought in
1945, we were able to remain operating. This is the case of many, many
of the ranchers.

I will quote a banker from Colorado, who is with production credit,
and he explained that the only way he was able to keep his customers
in business is that each year he would add to the value of their prop-
erty to make their statement appear correct. In other words, a loan
that they carry on for another year. He said that one day this policy
would not be able to be used any further because there is going to be a
limit to what that property will be worth.

I might add too, Senator, Mr. Alioto covered a great many of the
points very well, but there was one I wanted to mention. It was
pointed out during the 8 weeks of trial in San Francisco that the de-
mand for our product has exceeded the supply since 1956. The reason
for this is that our imports have pyramided each year. In other words,
our country here has been able to absorb more meat and the customer
is ready to pay for it. So that our production was below the demand,
but here during this same period, our people in the livestock business
had a verv bad record. and many of them have gone out of business,
and you will see many more of them going out of business this year.

In our situation, our home ranch was paid for at one time, and we
ran into some bad trouble with droughts, and the market, and so
forth, and so we put a mortgage on the property. That has been coast-
ing along for a few years. This year, we have to put a huge second
mortgage on the ranch. I bring this out to explain what our position
is as a producer and many of our neighbors and friends over this coun-
try are in the same predicament.

Senator PROXMIIRE. Thank you very much, Mr. Bray, and Mr.
Alioto, for your excellent statements. I think one of the most useful
aspects of what you said is your stress on the long-term impact on
the consumer of having the producer so seriously damaged. having
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the farmer producer hit so seriously. The farm producer. if he has

to go out of business, or if he has to function in a way that is far,

faqr less efficient because you destroy the very efficient family opera-

tion, and so forth, then the consumer is going to be hit again. I think

many people feel well, if these powerful chains can drag down prices

to the farmer, that is tough to the farmer, but the consumer isn't going

to be hurt bv that. Well, he is going to be hurt, and hurt badly. I

think vou make that case very strongly.
Now. one of the functions that this committee can perform and the

Federal Government ought to perform is to try to learn a lesson

and take advantage of the successful action that you had. As I under-

stand it. vou were able to prove to the satisfaction of the judge and

jur-y that there were anticompetitive activities, that prices were fixed

artificially hiph to the consumer, and artificially low to the producer,
is that correct ?

Mayor ALIOTO. Correct.

FEDERAL AGENCIES HAVE SHOWN SOMIE IN\TEREST IN- ALIOTO'S CASE

AGAINST THE FOOD CHAINS

Senator PROXMIRE. Now, in view of that, did the relevant antitrust

agencies of the Federal Government, the Antitrust Division of the

Department of Justice, the Federal Trade Commission, the Agricul-
ture Department. did they meet with your law firm to develop in-

formation in order to bring a Federal case against the chain?
Mayor ALIOTO. The answer is that some of them have shown some

interest about getting the transcripts.
Let me talk to that broader question.
Senator PROXrMIIE. Yes. lWell, actually, you know, it is fine to have

the producers fight as they have, but it seems to me also we ought to

have the Federal Government get into this act. It is their job.
Mayor ALIOTO. There is no reason why they should have to go to

private law firms on a subject that has dragged on for 40 years.

Senator PROXMIRE. That is exactly correct.

ALIOTO FEELS THAT JUSTICE AND THE FTC DO NOT AGGRESSIVELY

IN-VESTIGATE ANTITRUST SUITS

Mayor ALTOTO. But let me say a word on that because people ask me

sometimes when they come to me. they have come to my office over the

years, before I was mayor and was doing an extensive practice, but of

course, I am now basically arguing appellate cases. where my time is

fixed and I can dlo it, they come and ask me sometimes, "W5ell, I have
this complaint, so should I go to the Department of Justice or go to the
Federal Trade Commissioni"

And I tell them very frankly. go ahead and do it, but it won't do you
anv good. You will be back here, but go ahead and do it, and satisfy
you'rself it isn't going to do you any good.

Now, why should a national case against the gypsum people have to

be brought by private practitioners, as happened?
Senator PROXI3HRE. That is why we have an Antitrust Dvision. That

is what they are supposed to be doing.
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EXAMPLE OF PASSIVE FEDERAL A\NTITRUST ACTIVITY

Mayor ALIOTO. Why should my office have to start a concrete pipe
case, a national fixing of concrete pipe and steel pipe cases, and those
cases go on for years, before the Federal Government comes in 3 years
later? I just think that as much as you say about the devotion to anti-
trust cases that unless you have heads of departments and Attorney
Generals who are strong advocates of antitrst. unless vou have Thur-
mond Arnold types running these divisions. I just don't think you are
are going to have the kind of drive behind an antitrust situation that
you are going to succeed with. Sure, you know, some of these exotic
antitrust cases are fine, but in Theodore Roosevelt's time, you had five
lavvers in the Antitrust Division when they were taking on the Stand-
ard Oil Co., the tobacco trust, the corn products trust, the beef trust.
just five lawyers and two secretaries in that Antitrust Division. Thur-
mond Arnold came along, and I guess we had about 100 people or so.
During that period of time, I was with Mr. Arnold and Tom Clark
when they were head of this Antitrust Division, but now they have
maybe 250 to 300 lawyers. I am not sure of the exact number. I would
put every damn one of those lawyers on national price fixing cases of
food and chemicals, every damn one of them.

COURTS NOT ADEQUATE FOR BREAKING UP -MAJOR INDUSTRIES-CONGRESS
SHOULD DO THAT

I think when you start talking about breaking up telephone compa-
nies, and breaking up General Motors, you ought to do it right here in
the Congress. The courts are simply not adequate to do that kind of
job. Furthermore, there is a tremendous resistance in the Court of Ap-
peals to antitrust plaintiffs, tremendous resistance.

We had to get into the Supreme Court eight times in a row, reversing
lower courts, to get the law established on private antitrust action,
beginning with Continental Oil, the Beacon case, to establish our
right to have a jury, the Utah pilots, just eight cases in a row, in
which we got reversals on lower court decisions.

SECRETARY OF AGRICULTURE SHOULD PROVIDE GREATER PROTECTION
FOR BEEF PRODUCERS

This is a long answer, Senator, but until you get a Secretary of
Agriculture who is devoted to protecting that beef producer and not
the agricultural financier, not the exporters, not the bankers, but pro-
tecting that beef producer, you are not going to have a good thing
going for ranchers (and you know, there are plenty of things for a
Secretary of Agriculture to do; he can always go on television and
imitate Italian comics). But until you get a Secretary of Agriculture
who actually is devoted to seeing to it that these kind of buying prac-
tices out of Chicago, his own hometown, are going to be broken up,
then I don't think it means anything. You have to have those two
things- rough, tough Secretaries of Agriculture, and rough, tough
heads of Antitrust Division, to really to get this job done.

Sometimes they are more bothersome than anything else. That is a
hard thing to say, but it happens to be a fact. They ought to be right
in the middle of this, and we invite them into it all the time.
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Senator PROXMIRE. Well, I think that is most welcome and useful,
because after all, you have had success. You represent an excellent
firm. But I am sure your resources are limited. You don't have 200
or 300 lawyers working with you?

Mayor ALIOTO. We have 10 lawyers.
Senator PROXMIRE. Ten lawyers? You have achieved some success

in this area.
Mayor ALIOTO. There are five
Senator PROXMIRE. The Federal Trade Commissioner testified be-

fore this committee a few days ago, and they were unable to show a
single instance in the last 10 years, since 1964, and they had a couple
instances then, but not a single instance since then when they have
had any action that has resulted in lower prices to the consumer of any
kind at any level, to any extent. So it is obvious that we aren't doing the
job we ought to be.

PNREASONABLE THAT FOOD CHAINS ARE NOT AWARE OF THEIR NET PROFITS
ON BEEF

Let me ask you this. I was appalled by the assertion that you made
that the chains cannot tell what the retail profit is on beef. That doesn't
make any sense. If you were the director of a corporation and the chief
executive officer said he didn't know what the profit is on his major
product, you would certainly do your best to get a new chief executive
officer. How can you operate efficiently if you don't know what your
profit is?

Mayor ALIOTO. Senator. you are hitting on a very critical point. It
is my opinion that the story that they don't know their net profits
on beef is a product of a concert of actions through that trade asso-
ciation. That is my opinion. They all agree they have to say this story.

Now, I think vou should explore that. I don't know why the trade
association has to write letters saying net profits on beef are not attain-
able. I mean, this is ridiculous. And to say that you can't get a net
profit with all of the cost accounting techniques we have and the
sophistication we have developed on those technhiques, to say you
dollt know what your retail beef profits are, your net profits are, is in
my opinion an affront to the intelligence of the Congress of the United
States, but they have been telling you that for the last 30 years, you
know.

Now, we get it all the time in other litigation. The chief executive.
right up until the last day, will tell me he doesn't know what his net
profits are on one product against the other, and by the time we are
through, we find that book in the right hand corner of his little desk in
which he has those figures right before him. He has to have that as a
tool for making business judgments. I think if you press hard enough,
you can finally break that dike. It is a very important one.

RETrURNT ON EQUITY PROFITS OF FOOD CHAINS SHOULD BE MORE WIDELY
SHOWN

Senator PROXMIRE. And why shouldn't the food chain's profits in
relation to equity be shown? Now, what they argue is that their profit
margins on sales are thin, especially at the retail level. Of course, that's
subject to very easy manipulation because they have several levels of
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operation. and they- can move their profits back and forth:- They have
control of their accounting system. But if you can get their overall
return on their equity, you have a different kind of a picture.

The statistics we have indicate a return of up to 20 percent or more
on equity, which is a very handsome return. They get all their capital
back in 5 years. or so. It would seem to me that it would be very
helpful for the public not only to get the rate of return on sales. but
also the rate of return on equity, and certainly the profit on something
as big and important as on beef and divisional profits, so that we have
some notion of the fairness and equity and justice on which the pricing
policies are based.

Mayor.ALIOTo. Well. Senator, I think you are right at the heart of
something that is of critical importance and once you make that break-
throughi, all of this nonsense we have been listening to is going to be
put in proper perspective.

In the course of this trial. we had a document that came out of Safe-
way that showed for the years 1955 through 1963 for the grocery, meat
and produce departments-and that is basically the only departments,
you know, they have a grocery department, they have a produce de-
partment, and they have a meat department., and the notion they can't
tell you what their net profits are on meat is just nonsense, just so much
nonsense-anyway, they had this thing for these particular depart-
ments, and they had the total store sales, the cost of sales, the gross
profits, the director of the department'expense, department gain on a
per-pound basis for all of the articles and commodities of the store.
With respect to the meat department, using 1963 as an example, which
is the year closest to the damage period in the case, the so-called direct
department gain was approximately 45 percent of the gross profits;
it was 45 percent of the gross profits.

The big expert that A. & P. has been using all around the country is
a fellow named Mr. Farris out of one of the Texas universities.

And you remember they had that national convention on food mar-
keting and we all got excited about the margins back in 1964 or 1965,
whenever it was. Farris admitted that he had that particular docu-
ment, but he was forced to admit in the course of the trial that he did
not include that figure in that National Commission on Food Market-
ing that he was supposed to be presenting this evidence for. He didn't
include that figure.

ALIOTO BELIEVES THAT FOOD CHAINS HAVE AGREED NOT TO RELEASE

BEEF PROFITS

I think vou have an agreement among the food chains that they are
not going to disclose their retail beef net profits. I think you have that.
And if you press hard enough on this thing, if you press those execu-
tives hard enough, if you ask them: "You say that you have never in
your whole life seen a document which purported to reflect your net
profits on beef" then I don't think in the light of what is happening
with Watergate and others with some of these executives now getting
frightened-and that is one of the big, great side benefits or fringe
benefits of WNatergate, because the chief executives are getting a little
scary about lying as quickly as they used to lie in connection with what
they actually had or didn't have as documentary records-and I don't
think they would be so quick to do that.
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Senator PRox-31RE. 'My time is up. I will be back.
Senator Sch-weiker.
Senator ScHwEIRER. Thank you very much. M1r. Chairman.
Following up that point, Mlayor, I can't understand how any food

chain could even price an item if they didn't know the profit on it. It
escapes me how they would know the price of each item on the shelf
and how they wouldn't be able to figure out the profit on the item, be-
cause they couldn't set the price, which obviously they have to do.

So, I agree with your concern that there is more here than we are
being told and I hope this committee can find it out.

Second, you mentioned in your case with Mr. Bray that one of the
chains bought on Tuesday, and I believe you went on to say in your
formal statement that other days of the week were reserved for other
members of the chain to purchase. Is that correct?

HOW FOOD CHAINS PURCHASE MEAT

Mayor ALIOTO. Right. The way it worked out, is this way. It is very
important to get this concept. A. & P. moves into the market on Tues-
day, based on Monday offers received from all over the country. When
Mr. Bray inquired, "what is Safeway going to pay me" and when he
inquires on a Monday, the packer says "I won't be able to tell you until
Safewvay gives me the word on Wednesday."

So, on Tuesday you don't have any competition between Safeway
and A. & P. in that market price and then on Tuesday night, they pub-
lish the yellow sheets. They are published by a private concern,, but
they are used as public documents.

The other folks then know exactly what A. & P. did on the preceding
day. I think that is an obvious administered price arrangement, an
obvious one.

Senator SCHWEIKER. I wonder if you would describe again the red
and blue badge technique. I wasn't quite able to follow your point there.

THE WAY FOOD CHAINS EXCHANGE INFOR-MATION CONCERNING MEAT
PURCHASING

Mayor ALIOTO. Over a period of years, the association, the trade
association, the National Association of Food Chains, over a period of
years, they have had regular meetings of their own groups. Now, every
2 years they have a clinic besides the regular meetings and quarterly
meetings of their own groups, at which they discuss the kinds of sub-
jects that I mentioned to you, you know, margins, profits, pricing
formulas, the rest of that business.

So, they have something called a meat clinic -with the packers. It is
their story they've got professors there and we've got the Government
people there, and all of that, but they promised themselves that in those
discussions they would have anonymity. In order to get that anonymity,
they promised themselves they would assign colors to various groups
and the reports would be that the red badge group talked about this
subject matter or that subject matter or pricing matters, or this cost
matter and it wouldn't disclose who it was that was doing the talking.

As a matter of fact, the A. & P. chief executives so far as meat buy-
ing is concerned. a man named Carpenter, said at trial that he wasn't
at those meetings. He was confronted with a photograph of himself



20

at that meeting and that did have an obvious affect on that jury. He
said he wasn't at those meetings, and we gave him a photograph and
showed him he was with the folks.

Senator SCHWEIKER. Did he have a red or a blue badge on him?
Mavor ALIoTo. He was in the red badge group, as I recall. But you

know the reasons they stated, that they wanted to give themselves
anonymity so that they could speak freely as against their own chief
executives-and those other chief executives were monitoring every-
thing those fellows are doing there, you know-that reason is so phony,
it is unbelievable. It is the kind of stuff we listened to in the electrical
case before the dike broke. It is the same kind of stuff.

The anatomy of a monopoly is always the same, regardless of what
the industry is.

WEhEN BEEF COMMODITY PRICES DROP, THE PASS-THROUGH TO CONSUMERS

COMES MUCH LATER, IF AT ALL

Senator SCHWEIKER. Have you gotten into the area, and you haven't
touched on it here too much, to my knowledge, of having set a price,
that is, for meat, and then when the commodity declines, what kind
of pass-through is there to the consumer? Did your case get into that
at all?

Mavor ALIOTO. I am not sure whether the case did. In other words,
the figures we showed in the case certainly showed all of that. You
know there were 30 witnesses and hundreds of documents and 3,700
pages of transcript in that case, and we had every statistic that was
ever published by the Government, by private groups, there, and we
had their internal documents. So, the answer is, yes, the case showed
that.

One thino that was very notable to us is that when there is a price
decline to the producer-and Mr. Bray can talk on this better than I
can-it is a long time before you see any change at the retail level.
*Why don't you talk about the recent figures ?

Senator SCHWEIKER. I think this is important.
Mayor AlTo'o. Yes; it is important. After we got those two injunc-

tions, the price went up. The jury based the damages on 20 cents a
pound. and remember the average price was 22 to 28 cents.

And after the two injunctions, the price went up for a period of
time and they said it went up for other reasons, but we think it went
up for that reason, and the jury decided in our favor on that, and
there are post trial motions on that. But, Mr. Bray has an experience
as to when that price decline, how long it was, before there was any
change at the retail level.

CONSUMER BEEF PRICES DIDN 'T FALL UNTIL RANCHERS WERE LOSING

$ 2 0 0 PER HEAD

Mr. BRAY. Thank vou. Our markets commenced a decline on feed
cattle and our grass cattle also, the first week in February. As the
market became more depressed when we were losing $100 a head per
steer. there was no changre at the supermarket or very little, if any.

Senator SCHWEIKER. Absolutely no change?
Mr. BRAY. No change.
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Senator SCHWEIKER. And that $100 per head, can you give me a
percent? Can you put that in terms of percent decline of price of beef ?

Mr. BRAY. That would be 20-percent decline, a 20-percent decline at
that time.

Senator SCHWEIKER. A 20-percent decline at your end of the busi-
ness, and no decline at the consumer end of it?

Mr. BRAY. Right. And then that carried on and when we were losing
$150 a head later in the spring, still no decline. It wasn't until our
cattle were losing $200 a head that the consumer was offered some
relief over the counter with our commodity. I think everybody in this
room will probably be aware that up until 60 days ago, they had very
little relief as against early last spring as against their purchase of
meat over the counter.

Again, until we were losing say $200 a head, which then would be a
40-percent decline in the value of that animal, not until then was the
consumer offered some relief on their food baskets.

Senator SCHWEIKER. Would you have any idea of about what per-
centage relief they were offered when they finally were offered some-
thing? Do you know on the average what percent decline in the retail
market prices are we talking about?

Mr. BRAY. I would say probably at the present time it would be a
20 percent decline as against the early February figures.

BEEF COMMODITY PRICES FELL FOR 6 MONTHS BEFORE CONSUMER IRICES

FELL AT ALL

Senator SCHWEIiEER. So how many months was it from the time
that your price started declining before they showed anything at the
consumer end of it, as to a decline?

Mr. BRAY. It would be from February until June and in June we
had a little spurt at the last of June when the market stabilized some.
Two weeks later it started down again, and then we were on to the
92O0 loss a head.

I sold cattle a week ago today out of a large feed lot in California,
which was in excess of $200 a head.

Senator SCHWEIKER. SO, for 3 or 4 months there was absolutely no
de'lline in the retail level, even though your prices were declining ?

Mr. BRAY. That is correct.
Senator SCTTWFIKER. And then when you declined almost 40 per-

cent . tbev probably passed back about half of that, is that correct?
Mr. BRAY. That is the way I understand it, and the way I see it

and I think that the people here, who are familiar with the retail
prices. will find or will go along with me that until that time they were
not allowed any relief over the counter.

Senator SCHWEIKER. Mayor, do you have any further comment on
that?

TETHAvIOR OF FOOD CHAIN PRICING PRACTICES CANNOT BE EXPLAINED BY

SUPPLY AND DEMAND

Mayor ALio'To. Just one comment that even A. & P.'s expert will ad-
mit that the economic behavior in this industry cannot be explained
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by supply and demand and that collusion is one of the options that
explains it. That is the A. & P. explanation when the judge pressed
him for it. He wouldn't do it when my son pressed him.

Incidentally, this case was tried wholly by my son.
Senator SCHWEIiER. In your experience, is this pattern prevalent

in other commodities besides beef, or haven't you been engaged in
that?

Mavor ALIOTO. Oh, there are lots of them. The chemical industry,
and that industry there is no relation in many products between cost
and

Senator SCHWEIKER. No: I meant in the food chains besides meat.
Mayor ALIOTO. In most farm products that you are dealing with.

because of the fact that statistical information is given out by the
Deuartment of Agriculture over a long period of time. there is gen-
erallv a relationship between what the farmer receives on wheat. rice.
corn, related to what the farmer receives and what the consumer pays
for the product. either direct products or subsidiary products. There
is generally a relationship.

BUEF PRICES KEPT LOW TO PRODUCERS AND HIGH TO CONSUMERS

In this industry there is no relationship. As a matter of fact, what
the jury found was that the prices were kept low to the producers and
high to the consumers.

Senator SCIT WEIKER. All right, that is all.

NATURE OF CONCENTRATION OF FOOD CHAINS IN M&AJOR CITIES

Senator PROXMIRE. Mr. Alioto. as vou know the four firm concentra-
tion in food retailing in most cities is enormous. Most economists and
the Federal Trade Commission agree that when you have four firms
dominating the industry, controlling over half the market, you have
a situation which is asking for administered prices.

Over half the cities in the United States of over 500,000 in popula-
tion are in this cateyorv, that is. that 50 percent of the market is con-
trolled by 4 firms; 11 cities have over 60 percent and some have well
over 70 percent controlled.

Almost 90 percent of the large cities have concentration ratios of
over 40 percent. In Washington, D.C., for example. right here. the
n iarket is dominated by two chains that control over 60 percent of the
market alone. In 1972, the Federal Trade Commission estimated that
this led to food prices that were 4 percent higher than the national
average, therefore, a $40 million annual monopoly overcharge to the
consumer in this one market right here resulted.

This monopoly overcharge figure could be enormous when figured
for the entire country.

What are your views of the antitrust laws as they apply to this anti-
competitive situation as the result of concentration into fewer and
fewer hands?

ANTITRUST LAWS ARE NOT ENFORCED

Mavor ALTOTO. First of all. I don't think they are being enforced.
Senator PROXMIIRE. I am sorry, you do not think they are being en-

forced, you say?
Mayor ALTOTO. I don't think they are being enforced.
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Senator PROXMIRE. You do not think they are being enforced?
Mayor ALIOTO. They are not being enforced. They are not paying

attention to those critical areas for a lot of reasons, but whatever they
are, they are not paying attention.

Senator, I want to add another feature. Take Washington, D.C.
You say 60 percent are being handled by two chains?

Senator PROXMIRE. Safeway and Giant.

AGENDA AT TRADE ASSOCIATION MEETINGS

Mayor ALIOTO. Now then, those chains show up at meetings like the
National Association of Food Chains have a meat committee for
example, and in October of 1969, to use one that we have direct evi-
dence on, they are talking about the following agenda being proposed:

The net profit against gross profit aspects; Start talking profit in dollars and
not percent;

Quit saying the profits will go down. We have proved they can go right up
from the start;

Formula for pricing at wholesale;
The pricing of primal cuts against carcass at retail;
Pricing structure of cuts over the yellow sheets.

Now, when those chains, in addition to having 60 percent control.,
are sitting around and talking about those subject matters, obviously
you don't have a competitive pricing situation.

Senator PROxMIRE. Now, is that cdone through the trade association
you wvere talking about earlier?

Mayor ALIOTO. Yes, the National Association of Food Chains. They
come up here and testify all the time. They appeared 3 weeks ago
telling you-all how the profit percentage to sales are very low in the
food industry.

FOOD CHAINS MOVING TOWARD GREATER CONCENTRATION

Senator PROX3MIRE. Is there evidence that these chains are moving
toward even greater concentration ?

Mayor ALIOTO. No question about it. There isn't any doubt about
that fact.

Senator PROXMIRE. There is retrenching in those markets they can't
control and dominating in the markets they can?

Mayor ALIOTO. Just as an example-and let me see if I can pick out
these papers hurriedly-just as an example, in 1964 to 196S, the period
in question as far as we are concerned, A. & P., Safeway, and Kroger
moved from $10 billion of sales to $12 billion of sales. and todav they
are up fairly close to $20 billion. in 1974 are up close to $20 billion of
sales. When you add the other 6 in that top 10 group, you are getting
an increasing concentration.

VERY DIFFICULT FOR GIANTS TO COMPETE

Now, if that concentration were not also aided and abetted by
concentrated national buying and Drice and cost discussions of the
nature of which I talked to vou about in this association. In other
words. if Voul could -et competition among the giants. you might have
the best kind of competition in the world. But. when voii get giants.
it is very difficult for them to compete in that fashion and when they
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are doing the types of things I just read to you, competition is
impossible.

The fact that they are seeing each other so often, the fact the
chief executives have private telephone numbers and call each other
and meet in motel rooms, all leads to no competition.

CfTTING PRICES NOT IN THE INTEREST OF FIRMS IN A CONCENTRATED

INDUSTRY

Senator PROxMIRE. It is so easy too, when you have three or four
firms. for them to recognize that their real interest is not to compete
effectively. Their profit is not maximized by cutting price and trying
to get a bigger share of the market when they can see that their
immediate rival is going to match them.

Mayor ALIOTO. Right.
Senator PROXMIRE. So you have a situation where it is very, very

hard for the consumer to come out, no matter what kind of a situation
you have, when you have that kind of concentration, for him to come
out ahead.

Mayor ALIOTO. And also where the incentive to cut costs is lost. We
have a very interesting experience in that connection with the elec-
trical industry, Senator. Despite the fact that after the private actions
and the indictments back in 1960, when thev came down, the prices on
heavy equipment fell 50 percent. in an inflationary cvele they fell 150
percent, so that is how much of a cushion they had, but nevertheless,
in succeeding years, new management went after costs in a very aggres-
sive fashion and were still able to make profits after cutting prices of
eleetrieal equipment by 50 percent.

Their own internal documents, which we received on the eve of trial
and which we were supposed to get years before, their own documents
talked about how cavalier they were about costs during that period of
collusive pricing, and this is the kind of internal document we have
seen.

So, you are absolutely right, Senator.
Senator PROXMIIRE. So, even though they may say that their margin

is paper thin, and if they eliminated their profits, they would only
have a profit of a fraction of a percent, but the fact is on the basis of
experience they get very lazy and very sloppy in relation to their costs.
The fact is thev don't have virorous competition and prices would be
reduced and reduced significantly if they had it?

Mayor ALIOTO. Yes.
Senator PRoxEIRE. And they would still be able to make an adequate

profit?
COMPETITION-THlE BEST REGULATOR OF PRICES

Mayor ALIOTO. I feel that competition is the best regulator of prices,
but you can't have uninhibited competition when the chief pricing ex-
ecutives are sitting around talking about the subject matters that I
read off to you.

Senator PROXMIRE. All right now, in conclusion
Mayor ALIOTO. Even though there is no formal agreement on spe-

cific prices, you still can't have competition. You don't have to have a
formal agreement.

Senator PRoxmIRE. Did you want to say something?
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Mr. BRAY. Yes, I would like to add to this that it was brought out
during trial that to be a member of the National Association of Food
Chains, you had to have a certain volume, otherwise you weren't per-
initted to participate.

Senator PROXMIRE. I see.
Now, in conclusion I would just like to go over those three recom-

mendations that you made, which seemed reasonable, but I would like
to ask you how you would do it.

You say to outlaw trade associations and the right of executives to
meet on anything-

CiIECK THE POWERS OF TIRDE ASSOCIATIONS THROUGH LEGISLATION

Mayor ALIOTO. That particular trade association.
Senator PROXMIRE. That particular association? Well, now, you are

calling for legislation?
Mayor ALIOTO. Yes, do it by legislation.
Senator PROXMIRE. The present legislation is not adequate to do

that?
Mayor ALIOTO. No, I mean sure it's adequate to do that if the anti-

trust division goes in and proves the case and proves what they are
doing in that organization and then they get some court to outlaw the
association, but that is not likely to happen, granted the present com-
plexion and enforcement of the antitrust laws, and the present com-
plexion of most Federal judges. That is not likely to happen. I would
do it by legislation.

Senator PROXMIRE. We would be very grateful for a recommended
statutory language that you can suggest that would accomplish this.

POSSIBLE FORM OF THE LEGISLATION

Mayor ALIOTO. Why don't you take the Meat Packers Act itself and
start right from there. You are right in the business. Take the Meat
Packers Act itself and look at that language which outlaws the pack-
ers from going into the retail business.

And I would outlaw chains from belonging to trade associations
where any aspect of costs, prices, margins are discussed; any aspect,
no matter what it was. You just shouldn't be talking about those sub-
ject matters when you are pricing executives. You inhibit competition.

Senator PROXMIRE. Why shouldn't that apply universally in busi-
ness everywhere?

Mayor ALIOTO. There are some trade associations that are different.
There are some trade associations that serve legitimate lobbying
interests.

Senator PROXMIRE. Yes, that is right, but why shouldn't you outlaw
any discussion of prices and that kind of behavior; pricing behavior
of any sort. Why shouldn't that be universally applied?

PREVENT ASSOCIATIONS TO DISCUSS PRICES, COSTS, AND OTHER RELATED
STATISTICS

Mavor ALIOTO. Well. I think it ought to be universally applied, and
I think the recent decisions of the Supreme Court particularly that
container case, which prohibited an exchange of prices between com-
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petitors-and they were simply exchanging past prices and you have
that in'the yellow sheets.in this ciase-the Supreme Court held that to
be a violation.

But you know, you get before these district courts, and some courts
of appeal and some circuits in this country, and you are bounced
around pretty hard when you talk about this. And I think in the retail
chain business, as long as you folks have been listening to this fiction
for 30 years and me too,'not just you folks, that they don't know what
their net profits are on beef, well, I don't know why legislators can't
say specifically that the chain stores doing so much business over a
certain amount cannot belong to trade associations where there is any
discussion of costs, prices, statistics or exchange of statistics, I don't
know why you can't do that. I think it ought to be done.

Senator PROXMrRE. Then you recommend breaking up the chains
and confining buying to geographic-

Mayor ALIOTO. Divisions.

DIVEST FOOD CHAINS BY DIVISION

Senator PROXnIRE [continuing]. Divisions. So that instead of two
big chains combining and merging, you would say that if a chain is
going to buy-and the desirable thing is to buy by store-but if you
can't make it that specific, at least you would confine it to geographic
divisions. Is that right?

Mayor ALIOTO. As I recall, A. & P. Co. has 32 divisions and there
are 4,700 stores. There are more than 4,000 stores and 32 divisions. I
think each one of those 32 divisions, ought to be a separate organiza-
tion entirely.

Senator PRoxm=. Again, that would require new legislation?
Mayor ALIOTO. Yes; you can do it by legislation, but of course in

the Standard Oil Co. case it was done by decree as you know. They
broke up Standard Oil into component parts, so you've got Standard
of Indiana

Senator PROXMIRE. Is this an option that could go either way? Is it
possible under present law, if you've got vigorous action by the Anti-
trust Division of the Department of Justice or the Federal Trade
Commission, you could do this?

Mayor ALIOTO. Possibly, but not probably and remember you have
the President. In the meat business you .did it in the 1920 in that
Packers Act.

Senator PRQXMIRE. Now, what legislation do we need-and maybe
Mr. Bray would like to comment on this too-to permit the packers
to get into the retail business? Do we need more than the Capper-
Volstead Act or what are you suggesting?

REPEAL PACKERS ACT OF 1920

Mayor ALIOTO. You see the packers are prohibited from getting into
the meat business by that Packers Act of 1920, when they constituted
the bottleneck. All you have to do is repeal that legislation.

Senator PROXM3IRE. I see, and why was that legislation enacted?
Mayor ALIOTO. That legislation was enacted because-
Senator PROXMIRE. Would you get the bottleneck again if you re-

pealed it?
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Mayor ALIOTO. At that time, you didn't have the chain stores. You
see, you had all these mom and pop stores on the one-side

Senator PROXMIRE. I- see.
Mayor ALIoTo [continuing]. And you had the bottlenecks on the

other, but now you have the concentration here and you are just playing
into the hands of that chain store concentration by keeping these
packers from integrating forward.

Senator PROXMIRE. So, here is where you would get vigorous competi-
tion with the big concentrated firms?

Mayor ALIOTO. I think it would produce that effect, yes.
Senator PROX1rIRE. All right. Thank you very much. It was most

useful testimony. I can't thank you enough. You are obviously an
expert on this area, both of you two gentlemen.

A. & P., SAFEWAY, KROGER: GROSS MEAT PROFITS IN THE LATE 19 60 S.

Mayor ALioTo. I did want to say the evidence did show that in the
late 1960's A. & P., Safeway, and Kroger had gross profits in meat
of $468 million in that year. You can see why they don't want to tell
you what their net profits-are because I think those net profits would
be very revealing to all of us.

Finally, so that there is never going to be a charge-
Senator PROXMIRE. Wouldn't we want to put those net profits in

relationship to their capital or in relationship to the history or some-
thing like that?

Mayor ALIOTO. Once you get them, you can put them in relation to
all of the relevant factors.

Senator PROxMIuRE. All right.
Mayor ALIOTO. But, the point is I think they have been concealing

them.
Senator PROXMIRE. All right. However, my question is do we have

the information on the relevant factors so we could relate it to some-
thing that would make it meaningful? The fact they made $200 million
a half billion in profits doesn't mean a great deal unless it is related
to something, particularly the price the consumer has to pay.

Mayor ALIOTO. I agree with you there, but there is no way of relating
it until you get it, and up until now, in my opinion, they have hidden
it by collusive action. They have agreed to hide it.

So there be no question that we are giving slanted testimony, I would
like to give the A. & P. version of this evidence and file it with the
committee so that the committee will have that.

Senator PROXMIRE. Without objection, we will be happy to take
that.

Mayor ALIOTO. This is their brief in support of a motion for judg-
ment, notwithstanding the verdict, for a motion for a new trial, and
they analyzed the evidence in their light. I think you ought to have
that to balance the record. I think you will find the main thing is that
the law of supply and demand does not work in the meat industry.
That is the main thing.

Senator PROX-MIRE. Thank you, gentlemen.
Mr. BRAY. Senator, we thank you for the privilege of permitting us

to be here this morning. It seems a lot to us and we surely thank you.
Senator PROXMIRE. Thank you. You made a fine record.
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Our second witness this morning is Mr. John Johnson of the Internal
Revenue Service, who is the former Director of Compliance of the
Economic Stabilization program during phase 2 of that program.
Mr. Johnson will be accompanied by Mr. Charles Ray, a special agent
who did most of the work on establishing guidelines for controlling
food prices at the retail level.

And these positions these men and their colleagues gained literally
thousands of hours of experience on how the major food chains handle
their records and how they price their products.

Gentlemen, your vast experience in the area makes you unique in
the Federal Government in knowing how these firms operate. I note
for the second time this morning the committee's rules have not been
complied with completely, because you were not able to give us your
material in advance, but we are delighted to have you appear and you
can handle your statement in any way you wish and then we have some
questions for you.

STATEMENT OF JOHN D. JOHNSON, ASSISTANT REGIONAL COMMIS-
SIONER, INTERNAL REVENUE SERVICE, AND FORMER DIRECTOR,
COMPLIANCE ECONOMIC STABILIZATION PROGRAM, ACCOM-
PANIED BY CHARLES RAY, SPECIAL AGENT OF THE INTERNAL
REVENUE SERVICE INTELLIGENCE DIVISION; AND BURKE W.
WILLSEY, ASSISTANT TO THE COMMISSIONER, INTERNAL
REVENUE SERVICE

Mr. JOHNSON. Thank you Senator. I am John Johnson, and this is
Special Agent Ray of the IRS Intelligence Division. We are also ac-
companied this morning by Mr. Burke Willsey, an assistant to Com-
missioner Donald Alexander.

As you said, Senator, both Charles and I were involved during
phases I through IV of the economic stabilization programs. My own
responsibility was that of enforcement within the varying levels of
assignments we received from the Cost of Living Council, Price Com-
mission, and Pay Board.

We have no prepared remarks, but will be happy to answer any
questions we can.

IRS INVESTIGATION OF MEAT PACKERS AND RETAILERS

Senator PROXMIRE. All right, fine. I understand that a memo ob-
tained by the staff, apparently from the Price Commission, indicated
that about half way through phase 2 of the price controls, that Inter-
nal Revenue Service had spent over 6,000 man-hours investigating
meat packers and retailers.

That is more than this committee could spend in 10 years, and we
would appreciate the assistance you can provide the committee on this
issue.

Would you describe how you attempted to go about controlling
prices, and describe the position of the Internal Revenue Service on
the Price Commission and the change,

Mr. JOHNSON. Yes, sir. The regulations were of course, drafted by
the policy bodies, which were the Price Commission and the Cost of
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Living Council. Almost from the onset of phase 2. the largest part of
complaints or the requests of consumers for information concerned
either food or rent. We decided that it was in those areas that the regu-
lations mostly certainly had to be effectively enforced.

A very large portion of our resources went toward that effort. In the
earliest days of phase 2, our job was primarily that of an investigative
body recommending findings to the policy boards. Later on we were
delegated additional responsibilities which included enforcement ac-
tions so that where we found price overruns. we were permitted to ac-
complish rollbacks and refunds to the marketplace.

Senator PROXMIRE. What was the role of the National Association of
Food Chains? You heard it referred to previously by the previous wit-
nesses. What was its role in this situation? Isn't it true that they be-
came an information gathering and disseminating body of informa-
tion to command posts among the chains?

Mr. JOHNSON. Gathering? I doubt if I would say that. They were
one of the associations with whom the Service and the policy boards
regularly worked. So that as the regulations were drafted and pro-
mulgated, they were used as a conduit to their membership, not only
to give them the substance of the regulations, but where interpretative
questions and answers were developed, those also went down through
that line.

The National Association was 1 of 10 or 12 such groups with whom
the service maintained contacts.

Senator PROXRmE. Now, one of the problems that we have is that
the food chains have reacted swiftly and intelligently from the stand-
point of public relations and have indicated that their margins are
thin. I can understand that. You have had some experience with
this.

Now, if I were a businessman and I saw the Internal Revenue Serv-
ice looking at gross margins in my stores and I had a vertically inte-
grated company, which major chains have, that is, where you have
processing and where you have distribution and where you have
wholesaling, I would shift more of my costs forward to make my
margins appear smaller. Now, your group at the Internal Revenue
Service claimed in this memo: "There are many ways that the chains
can manipulate the profit margins."

HOW CHAINS CAN MANIPULATE GROSS MARGINS

Would you describe these methods of manipulation?
Mr. JOHNSON. I am familiar with the memo you are talking about

and the term "manipulation" referred there not to any intent by the
firms to avoid the regulations but rather is descriptive of how they
could assign various cost equations under the regulations. If you re-
call in the food area during most of stabilization, raw food products
were uncontrolled. It was only after they had been processed or ac-
quired by the chain that we became interested.

Our job then was through each level of the vertical organization to
track the markup of the cost to the item so that at no time did the
chain realize an additional profit. In those cases where we did find
errors or violations we insisted on price rollbacks.

52-788-75-3



30

The gross profit margin did have certain inherent characteristics,
which make it a less reliable compliance device, particularly when you
are dealing within short periods. We were either looking at monthly
or quarterly returns from the firms. The limitation is that the gross
profit margin really cannot be fixed unless there has been a physical
inventory of those goods within that organizational element.

Very few of the food chains take any kind of hard inventories,
except on an annual basis, and some not even then. So that when they
are guestimating their gross profit, it is exactly that, a guestimate.

Senator PROXMIRE. Well, even when you have the inventories taken
as you have described them, isn't it optional to a considerable extent
as to where some of your costs are assigned or attributed, so it would
be possible to make one phase of production more profitable than
another simply by moving the costs away from that one and toward
the other?

USING THE ACCOUNTING SYSTEM TO ADVANTAGE

Mr. JOHNSON. Well, it could be that during normal periods. If you
remember, during the period of controls we are talking about, which
was late 1971 into 1973, the controls were by and large item-by-item
controls through the various organizational level stages. So, we were
looking for the constant markup for the item being maintained.

If the firm moved to change its markup on that item, it would be-
come apparent.

Senator PROXM3IRE. Did you actually go back through their system
and attempt to determine whether they were loading profits of various
items?

Mr. JOHNSON-. Yes, sir.
Senator PROxMiRF. What did vou find?
Mr. JOHNSON. We found at times. Senator, that there had been viola-

tions of the intent of the regulations. Sometimes it was through mis-
understanding, sometimes through failure of the accounting system
within the corporation, but the adjustments normally were effected
as soon as they were pointed out.

Senator PROXMTR.E. Now, they don't have any kind of price controls
at all. They are done except for the oil industry, so you don't have the
same kind of discipline, the same kind of control. They also, of course,
have their responsibilities to the Internal Revenue Service to pay taxes,
but that is about it.

So, under present circumstances, when they come forward and say
they have a very thin margin, isn't it possible that that might be
subject to challenge, that they may be wrong, that they may exag-
gerate the thinness of their margin, that it might be more substantial?

Mr. JOHNSON. I am really not competent to comment on that.
Senator PROXMIRE. I am not saying it is., I am saying is it possible?
Mr. JOHNSON. I obviously am not competent to comment on what is

happening outside the controls period. The only experience I have had
was during that very limited time.

Senator PRoxJmiRE. Well, on the basis of the experience you have
had with the controls, then absent those controls-well, let me put it
this way. Why wouldn't it be possible to manipulate the costs in such
a wav that you were able to show a thinner margin than was actually
the case?

Mr. JOHNSON. I really don't have an answer to that, Senator.
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FOOD CHAIN PROFITS FROM MANUFACTURING OPERATIONS

Senator PROXMIRE. Did most of the chains claim they had no idea
of what they were making on their manufacturing activities, or their
nonfood operations?

Mr. JOHNSON. No, sir, not to my experience. We found that it varied
from chain to chain as to how they were organized and how they were
priced.

But, for example, in the meat area, one of the things that the mayor
was discussing earlier-well. there are two things that we might point
out to you. Many chains have now moved to the acquisition of meat
products in box form. It is called boxed beef. which is already cut,
prepared and processed. In those cases, it was relatively easy to
identify the cost to the chain and the markup, and therefore the.
resulting profit.

In others, for example bakery operations, they had in their books
uniquely designed values so that they could in effect identify profits.
Would you like to comment?

Mr. RAY. Usually, they had the vertical integration steps and a
separate profit step, so they were aware of the profits.

FOOD CHAINS CAN DETERMINE RETAIL PROFITS ON MEAT

Senator PROXMIRE. So the mayor is right. There is no reason they
can't tell you what their profits were on meat if they wanted to do so,
at the retail level. Isn't that true?

Mr. JOHNSON. We had never encountered a situation where they
said they couldn't.

Mr. RAY. That is not our experience. We monitored, based on the
regulations, and were able to determine at least at the gross profit
levels, the various departments and-

IRS CAN AUDIT A MAJOR FOOD CHAIN

Senator PROXMIRE. How about the gross profits level? I think that
was the level the mayor was talking about, wasn't it?

Does the Internal Revenue Service have the capability to effectively
audit a major integrated food chain?

Mr. JOHNSON. Yes, sir.
Senator PROxMIRE. But you do not have the capability, as I under-

stand it, and correct mie if I am wrong. to audit a major oil company?
Mr. JOHNSON. I am sorry, sir, but I really can't answer that ques-

tion. That is an area of speciality within the audit division.
Senator PROXMIRE. What I am getting at is whether the food chains

are getting to the same position so that they will be very difficult to
audit? Is it becoming more difficult or not?

Mr. JoHNsoN. It was not my experience during the stabilization
program, no, Sir.

Senator PROXMIRE. Do you think that the chains have the ability,
and I am not saying they do, have the ability to mislead the Depart-
ment of Agriculture and the public with these margin figures?

Mr. JoHNsoN-. The Department of Agriculture has been working
with the chains, Senator, for 25 years, with those margin figures, and
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they could better comment on that rather than I. There is a particular
division over there that watches the price range between the raw agri-
cultural product and the finished product, and I have virtually no ex-
perience with that organization.

Senator PROXnuRE. Mr. Ray. do you have any reaction to that?
Mr. RAY. Well. the only reaction I would have, Senator, is we are

really talking about two different departments of accounting. With the
chains we can measure your cost pass-through. In a large refinery oper-
ation you come in as one product and you go out as a large number of
aggregate products, which makes it extremely difficult to trace the cost
in that area. We were involved in some aspects, but not that we are any
experts in that area.

PROBLEMS IN ALLOCATING MEAT PACKER PROFITS

Mr. .JonXsoN. Let me draw the analogy between the oil companies
and the packers. The packer deals traditionally with the concept of the
live animal from which he derives as many as 6.000 to 7,000 different
products. The market fluctuates violently, normally, and he is trying to
assign tentative yields to his products, and these are mixed products,
sausages, carcasses. what have you. Their bookkeeping does not permit
the easiest tracking of how costs are assigned or where profits are de-
rived from. so that packers r presented the most difficult audit respon-
sibilitv we had under the stabilization program.

It took a long time, and the packers in some cases had to go to con-
siderable effort to modify bookeeping practices in order to comply
with the regulations, but I think it was achieved.

Senator PROXMfRE. You think it was achieved that they could do it?
Mr. TOI-INSON\. Yes, silr.
Senator PROXMIRE. I don't know how you can operate any kind of

business if you don't know what your profit margin is. You wouldn't
know how to price it. You wouldn't know how to look for areas where
you obviously must do a job in bringing your cost down in order to
compete with your competition.

It seems to me you have to be able to determine what your margins
are.

Also, the IRS memo states: "Expansion distorts financial state-
ments." Can you explain that?

Mr. JOHNSON. Yes. sir. As vou know, the food industry, particularly
retail., has been traditionallv an expanding one. They have a theory. I
believe, within the retail industry that in fact a given type of store
operation is obsolete within 5 years, so that they are constantly looking
for new ways to do business, new ways to deliver the service, new ways
to operate the ehain.

You. therefore, end up with the situation that you have new kinds
of write off advantages against your margin, additional depreciable
assets. You have write offs on the obsolete equipment of stores and you
have leaseholder improvements, where as at the same time you are
realizing nevw profits, hopefully, through increased sales or reduced
operating expenses. If you are therefore trying to look at a chain today
and comparing its net margin to 5 years ago, you very often are look-
ing at two different types of operations.

You are looking at two different sets of acquisitions and delivery
methods. That does make the margin very hard to follow.
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The regulations. by the way, of the Stabilization Commission. ini-
tially provided not enough recognition of that factor and were later
modified.

NO COMPETITION EQUALS HIGHER PRICES

Senator PROXMIRE. Going back to the IRS memo, it is pointed out
that "in areas of little or no competition, prices are higher."

Now, that is a very important statement and a very damaging state-
ment, it seems to me, to the claims of the chains that they are highly
competitive everywhere. I understand that the Internal Revenue Cerv-
ice put together a summary analysis that documented this point, how-
ever, the staff was unable to find it in the Price Commission files.

Have you been able to find a copy of that analysis and can you docu-
ment that in any way?

MNr. JOHNsON. Actually, Senator, I believe that study was done by
the Price Commission. not the Internal Revenue Service. They may
have used some of the data that we developed. We do not have copies
of the analysis. I would suggest that wherever the Price Commission
files are now held, that that would be the place to be searched. We
would help to look for it for you, but we do not have one on hand.

Senator PROXMIRE. Well, do either you or Mir. Ray have any general
knowledge of this?

Mr. JoHNsoN. Normally, Senator-
Senator PROXMIRE. Do you have any knowledge of areas of little or

no competition where prices are higher and that there are such areas?
Mr. JOHNSON. Normally, the Service was not looking at the question

of competition among the chains. We were looking at how the regula-
tions were carried out internally within a given chain.

Senator PROXmIRE. I understand that your fundamental responsi-
bility was simply a matter of determining whether or not price in-
creases were legally justified.

A. & P. WEO CAMPAIGN HAD GREAT IMPACT ON PRICES

Mr. JOHNSON. I think that the origin of that remark, and it was very
much an in-house, off-the-record comment, was the import of A. & P.
moving to its WEO operation. WEO had considerable impact on food
chain pricing policies.

Senator PROXMIRE. Do the chains generally use zone pricing within a
mat-ket, and would you describe zone pricing and tell me why they use
it, if thev do(?

Mr. RAY. Senator. most of the pricing that wve were involved in was
at the division level of the chains and I would say substantially all of
those divisions had what is called zone pricing in which there was from
8 to 20 different zones of pricing and these price changes went out to
the stores in those particular zones based on those particular prices.
That was customary and that is the way we monitored them at the
division level.

FOOD CIIAIN PRICING POLICY

Senator PROXMIIRE. Can you describe the various chain pricing
policy, price checks. and so forth?

Mr. R.AY. Well, as I understand it from my experience, you either
have a centralized operation or a decentralized operation. In some few
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chains, the pricing policy is centralized in the home office. I woul(l say
the vast majority, are to operate with a great deal of economy within
the separate divisions that they have.

There the execuftive officer files his goals to the home market as to
certain expected gross profit margins in the area, and he has a great
deal of autonomy in how he sets prices as long as he achieves those par-
ticular goals.

By the same token, underneath the division manaoger wouild be par-
ticular buvers and prices for the basic areas of groceries, meat pro(l-
ncts. and so forth.

Senator PnOXMIRE. I realize that you may not be able to answver this
question because you did have a limited responsibility, but maybe You
can an(l maybe you can't, so tell me if you can, but in your past inter-
views with chain executives and pricing personnel, I want to know
is the cost of the product less important in pricing than what the
competition will allow?

COMPETITION-DISCIPTINING FACTOR IN HOLDING PRICES DOWN

Mr. .JoIINsoN. Well, it was our experience that the primnary deter-
miniate of price was the cost. That was the nature of the regulations
that we were trying to enforce. W;e were not unaware that there is a
constant kind of market analysis taking place, particularly to deter-
mine within a chain what price leaders or loss-leader items they are
going to offer in a given week.

Senator Prrox-mRi. So, under the circumstances-and they were v erv
unusual circumstances, with price controls in peace time-even under
those circumstances there was a consciousness and awareness that the
competition was important and also a disciplining factor in holding
prices down?

Mr. TOH-TNSON-. Yes, sir, particularly in those advertised or loss-
leader items that a chain offers in a given week to attract customers.

Senator PROxxIRE. Did you find that the dominant chain or chains
within a market usually charged slightly higher prices than others?

Mr. JOIINSON. I don't believe we ever did an analysis on that
question.

Senator PROXMIRE. In your investigation in connection with phase
2, did you see any evidence of commercial bribery? Do you feel it
is a problem in the industry ?

Mr. JOHNSON. I was not exposed to it, no. sir.
Senator PROXMITE. How about you. Mr. Ray?
Mr. RAY. No. sir, not to mv knowledge.
Senator PROXMIXRE. Did you hear about that at all? We are going to

have a couple of witnesses testify from the Organized Crime Section-
Strike Force on it.

Mr. JoirNsoN. Thev would be more competent to testify. We were
really not looking to those kinds of questions.

CHANGE FROM FIFO TO LILO

Senator PROX-MrRE. Did von find most of the chains were chang ingr
from first-in-first out, to last-in-last out, in order to show lower
profits?
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Mr. .JoNxsoX-. Some were changing before the program was started,
and some were changing while the program was underway, but it
seemed to me to be a normal business practice, and we did not view it
as a device to evade controls or increase profit margins.

Mr. RAY. I think it is a very normal business, Senator, in a period
of rising prices. What they are doing is matching current costs
against current sales.

Senator PRoxMIrRE. It reduces their taxes, of course, by reducing
their profits?

Mr. RAY. Yes, sir; it does, and it is allowable under the law.
Senator PROX-mtPE. If they want to change again, they can change

f reely, if they change the first time?
Mr. RAY. That is right.

PRICE CONTROL EsFORCEMEN-T FEASIBLE

Senator PROXifIRE. From a technical point of view and from your
experience with phase II, do you feel that prices can be effectively
controlled at the retail level?

Mr. JOH.NsON. Well, our view on that has to be based only on the
regulations we had in phase 2. I believe those regulations were
enforced. It required considerable expenditure of effort on the Gov-
ernment's part, as well as the industry's, to be able to set up identifica-
tion systems to carry it out. Other forms of retail controls, I have no
experience with.

Mr. RAY. I would be in agreement with Mr. Johnson on that. I think
we did enforce the regulations at considerable expense and manpower.

Senator PROXMIRF. Would it be possible for the committee staff to
have access to the stabilization program files of the Internal Revenue
Service? Is that Dossible?

Mr. JOHNSON. They have been retired, Senator. to the Federal Rec-
ords Center. I am now on the west coast myself and am not sure what
place they are in, but we would be happy to work with you to try to
find materials that would be of interest to you.

Mr. WILLSEY. Senator, we will attempt to get together with your
subcommittee staff to make certain that all of those records which
are within our control are made available to the extent it would be
helpful to this inquiry.

Senator PRox3IINIE. Gentlemen, thank you very much. You have been
most helpful. I do appreciate your willingness to appear and be so
responsive. It has been very helpful.

Mr. JOHNsON. Thank you. Senator, and may I say thank you to
Mr. Stockton, who has helped prepare us for this meeting.

Senator PROXMIRE. The staff has done a fine job.
The committee will reconvene in room 318 of the Russell Senate

Office Building on December 12, this Thursday. to hear William Aaron-
wald, Organized Crime Section-Strike Force, Southern District of
New York; Nicholas Scoppetta, Commissioner of Investigations, City

of New York: Lester Norton, president National Provisioner. "Yellow
Sheet"; and Williams Albanos, Jr., managing director, "Meat Sheet."

The committee is recessed.
[Whereupon. at 12 noon, the committee recessed. to reconvene at 10

a.m., Thursday. December 12. 1974.]



FOOD CHAIN PRICING ACTIVITIES

THURSDAY, DECEMBER 12, 1974

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,

Wa8hington, D.C.
The committee met, pursuant to recess, at 10:05 a.m., in room 318,

Russell Senate Office Building, Hon. William Proxmire (vice chair-
man of the committee) presiding.

Present: Senators Proxmire and Schweiker; and Representative
Brown.

Also present: Richard F. Kaufman, general counsel; Jerry .J. Jasi-
nowski, and Peter Stockton, professional staff members; Michael J.
Runde, administrative assistant: and Walter B. Laessiiig, minority
counsel.

OPENING STATEMENT OF SENATOR PRoX-mirtr

Senator PROXmiRE. The committee will come to order.
Throughout the committee's investigation of the food retailing in-

dustry, the issue of commercial bribery continues to come up. I think
the tendency is to dismiss this issue as isolated and of minor importance
in its effect on food prices. However, I have never heard officials of the
Department of Agriculture or the FTC even raise the question as to
whether commercial bribery and other forms of corruption in the food
industry affect food prices.

From what I understand is going on in the various New York area
investigations, we can no longer dismiss this as a minor issue. The
strike force in the southern district of New York, along with the dis-
trict attorney's office, have uncovered a staggering level of corruption
in the meat buying sector of virtually every major chain in New York,
except those who do their own meat processing. This corruption
reaches the level of vice president in many of the chains. In some cases,
these executives were receiving as much as $85,000 to $90,000 annually
in kickbacks.

What is the impact of these kickback arrangements on beef prices?
According to the prosecutors, the impacted ranged from 1/4 of 1 cent
to 4 cents to 5 cents per pound, and in some cases as high as 15 cents
per pound. Some of these chain executives have pleaded guilty. Now,
this is incredible. When the chains talk of their paper-thin profit
margins in beef of only 1 cent on the dollar, and some in fact claim they
lose money on beef, this 4 cents to 5 cents is at least 4 to 5 times their
profit margin that end up in the pockets of their executives and em-
ployees. This practice, then, may have a terrific impact on prices.

Let me point out that this is only one level of bribery that went on in
New York between the wholesalers and the retailers. Between the
processors, as in the case of Iowa beef, and the wholesaler, there was

(37)
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another level of bribe. Iowa beef, the largest beef slaughtering firm in
the Nation, had to pay 1/2 cent per pound in bribes to union officials to
get their boxed beef into the New York market.

As you can see. this is a serious issue and one that can no longer be
taken lightly. The question then is raised as to whether this bribery
and corruption is limited to beef and in New York City. The prosecu-
tors have reason to believe that the practices are not limited. In fact,
some packers have admitted that they are having problems getting
boxed beef into other markets.

William Aaronwald. of the strike force in the southern district
of New York. was to have testified this morning on the investigation
of commercial bribery as it relates to the major chains in the New
York area. However, Attorney General Saxbe has refused to make
either Mr. Aaronwald or his superiors at the Justice Department
available for open testimony, because of possible pretrial publicity.
Although some of the food chain executives have pleaded guilty to
bribery charges, some of the trials are coming up next month, and
ths issue has not yet been resolved by the committee.

However, we are privileged to have Nicholas Scoppetta, Commis-
sioner of Investigation for the City of New York, with us this morn-
ing. who has intimate knowledge of this issue of commercal bribery.
Mr. Scopoetta spent a number of years in both the district attorney's
office in New York, as well as the U.S. Attorney's office, where he di-
rected investigations into criminal activities in the meat industry.

Tt is a pleasure to have you with us this morning, Mr. Scoppetta,
and yon may proceed in your own way, sir. We have your statement.
If Yon wish to abbreviate it in any way, the entire statement will be
printed in the record, but you go right ahead.

STATEMENT OF NICHOLAS SCOPPETTA, COMMISSIONER OF
INVESTIGATION, CITY OF NEW YORK

Mr. SCOPPETrA. Let me start by saying-just an observation on
your opening comments, Senator. The investigations that I was per-
sonally involved with took place from 1962 to 1969 in New York
County, and the cases you referred to, of course, are current, active
matters, some of which are still pending before the courts. But the
matters I am referring to are matters that have been completed
through prosecution and conviction and appeal, so that we can speak
in somewhat more specific terms than otherwise.

Senator PnOXmirRE. Yes. I might say that is, unfortunately, the case.
WTe have to deal with matters which are historic to some extent. and
not immediate. But at the same time, I think that is the onlv way
we can responsibly approach this. As I have indicated. we have asked
these other people who are dealing with the current situation to ap-
pear and for obvious reasons thev cannot. But I think vou can project
this comment on it, and indicate the extent to which you think it is
or iq no longer a problem, and so forth, as vou please. Go ahead.

Mr. ScorPrTTA. Well, it has been a problem, and I think it eon-
timles to he a nroblem, especially in the meat industry., and that is
tho area in which my investigations were concentrated.

Let us start with that question of commercial bribery.
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Senator PRoxnrRE. All right.
Mr. ScOrPETrA. We found that one of the major supermarket

chains had a buver who was induced to cooperate after he found
himself to be involved in misconduct; and more than a dozen separate
meat processors were found to be paying kickbacks to this buyer to
get their product into this major supermarket chain. It was the
Atlantic & Pacifie Tea Co.-the A. & P.-an investigation which we
conducted as a result of the A. & P. bringing the matter to our atten-
tion, bringing the matter to Frank Hogan's attention, and then cooper-
ating fully and allowing us to keep this employee in the buyer's posi-
tion, so that we could conclude the investigation, which stretched over
several years' time, including the prosecutions.

Now, the kickbacks, which ranged from a half a penny a pound to
a penny or 2 cents a pound, in some instances, were tacked onto the
wholesale price, so that the chain bought the product, processed meats,
at an artificially inflated price, which they then passed on to the con-
sumer, not knowing that they were paying more than they could have
gotten it for. And so, when you consider the very large volumes that
national chains deal in, you can see that the figures are quite substan-
tial, and the cost of the illegal conduct-the bribes-is passed on
directly to the consumer.

We had another case, another set of cases, which stemmed from this
original commercial bribery case, that showed another area where
prices can be artificially inflated due to illegal conduct, criminal con-
duct. We investigated the meat unions in New York, and specifically
the New York local. Local 174. And as a result of that investigation,
the president and the vice president and the secretary-treasurer were
all indicted for extorting money each time a contract was to be re-
newed from the meat industry; extorting payments in order to give
a contract-not a sweetheart contract, not a special benefit on a con-
tract-but to give a contract at all. So it was just outright extortion
on the part of the unions. That case is completed-they all received
substantial jail terms-so that we can talk a little bit about the details
of the case.

The case that I tried involved a $60,000 payment that was demanded
fi om all of the independent meat processors in the beef area. That was
the evidence at trial. However, the testimony that was adduced before
the grand jury, since the grand jury, conducting an investigation and
not concentrating simply on the one indictment was more extensive.
That evidence showed that this was a common practice. The payments
had to be made every 2 years or every 3 years, whenever a contract
expired. They had 2- and 3-year contracts. So this has gone on in the
meat industry for as long as any of those processors could remember,
and in fact, in some instances. we found that the son who is now the
president of the company, in one particular case, the Trunz Meat Pack-
ing Co.. could recall that as a young boy when his father was president
of the company, his father would talk about having to get together
money for these kinds of payments. So it had become a way of life
in that industry to pay the union officials.

Now, there were manv other payments, not just at contract time;
payments were made on holidays likewise. if you wanted to transfer a
mian from one job to another. or if von needed a particular group of
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people that the union had to supply to you, or if you were short-handed
with an unusual rush of business, you very often had to pay union rep-
resentatives in order to get any of that done. You had to pay to get
them to do the job they were supposed to do. We found that the meat
processors did not take those illegal payments out of their own pockets,
out of their own profits. The way most of them paid these illegal bribes
was to create false bills of lading and invoices, and charge that to the
corporation, and then pass that on in the sale of the product. So again,
you found illegal payments being tacked onto the wholesale price of
the product.

Finally, one more particularly outrageous scheme that was un-
covered during that same investigation involved the now-defunct
Merkel Meat Co. The Merkel Co. was based in Queens County, in New
York City, and had sales of many millions of dollars a year. We found
that the president and the vice president of the company were in-
volved. After they were indicted they cooperated, and we learned the
full story of what had gone on here. Their cooperation led to other
prosecutions, including a meat broker with ties to organized crime.
We found that the Merkel Meat Co. was buying products from upstate
New York that were really unfit for human consumption. It was meat
that was the product of diseased animals that died in the field, that any
farmer would gladly pay someone to take off his property. That was
the product they were buying from upstate New York, and then treat-
ing it so that it appeared to look like boneless beef. They would pack-
age it in expensive cartons, instead of the kind of packaging that this
product would ordinarily be packaged in.

Incidentally, I should say that those animals are used for pet food.
If the meat is treated in such a way, it is then used for the pet food.
If it is cooked at certain temperatures, and certain safeguards are met,
it is permissible to use animals like this in the preparation of pet food.
But never for human consumption.

ILLEGAL ACTIVITIES IN THE MEAT PROCESSING INDUSTRIES

At any rate, the Merkel Meat Co. brought this product down into
New York. had arranged to put stamps on it-Department of Agricul-
ture stamps on it-labeled it boneless beef, and Merkel was paying 8,
10, 12 cents a pound for it, and then carried it on the books as though
they were paying for edible product. whatever it was at the time-26,
28 cents, 36 cents a pound-and then selling that to their customers,
which included supermarkets and institutions such as hospitals.

Senator PROXMITRE. So at that time. nmder those circumstances, the
additional price that they had to pay. the bribe price. the bribe was
about 30 percent of the price to the retailer?

Mr. SCOPPETTA. Because they were buying an inedible product to
begin with.

Senator PpoxMitR. Right.
Mr. SCOPPETTrA. Yes, sir. right: and sold that product as though

that were, in fact. their real wholesale price. The difference between
the real price they were paying and the price they carried on their
books was split between the broker and the officials at Merkel, and
that was their take from using this scheme.

You have referred to the recent prosecutions. 1972 and 1973, where
a Federal grand jury, working together with the New York County
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grand jury, the State grand jury, learned that certain brokers were
controlling the price of pork products coming into New York. And in
the case of the Iowa Beef Co., a case in which I think its chairman
of the board has been convicted, it showed-or at least the indictments
alleged-payments approaching $1 million over about a 1lh-year pe-
riod of time, in order to allow that company to get its product into the
city. So that again, without being fully conversant with all of the facts
of that case-that is Mir. Aaronwald's matter, and Frank Snitwo in the
New York County district attorney's mnatter-it would appear again
that the price of those payments were tacked onto the price of the
product. And so I think it is-there are some other cases pending as a
result of that investigation-I think it is fair to say that many of the
corrupt practices that we found existed in the sixties still do exist in
the New York area.

Senator PROXMIRE. All right, sir. Have you completed your
statement?

Mr. SCOPPErrA. Yes, sir.
Senator PROXMiRE. All right. The entire statement will be printed

in full in the record.
[The prepared statement of Mr. Scoppetta follows:]

PREPARED STATEMENT OF NIcHOLAS SCOPPETTA

I am pleased to have been invited to appear before the Joint Economic Com-
mittee of the United States Congress during its hearings on possible anti-
competitive practices, structure of markets and enforcement of the antitrust laws
in the food industry. The subject of your hearings is obviously a matter of great
public and legislative concern in these days when prices in the food industry
continue to rise at an alarming rate.

The comments I will make today are, I suspect, offered from a perspective
which may be a little atypical for witnesses appearing before your committee.
That is, the perspective of one who has been exposed to one aspect of the food
industry purely as a law enforcement official dealing with investigations of
criminal activity in that industry. I would like to discuss with you some of the
ways that food prices have been affected, specifically meat prices, by organized
criminal activity which has infiltrated that industry.

Let me first define what I mean by organized crime in this context. This defini-
tion would includue any group of individuals who have come together to conduct
some form of organized criminal activity. This definition obviously includes more
than the traditional "Mafia" or "Cosa Nostra" view of organized crime, though
obviously those elements are present. It includes persons of many ethnic and
vocational backgrounds, many of whom operate behind a facade of respectibility.
Many are persons who run large corporations and enjoy great position. All of
these persons have one thing in common, and that is the pursuit of personal gain
by criminal means.

I offer these views as one who has spent some thirteen years in law enforce-
ment, including service as an Assistant District Attorney for New York County in
the office of District Attorney Frank S. Hogan; Associate Counsel to the Knapp
Commission investigating alleged police corruption in New York City: Special
Assistant United States Attorney for the Southern District of New York under
former United States Attorney Whitney North Seymour, Jr.: and now Commis-
sioner of Investigation for the City of New York.

For several years as an Assistant District Attorney, I directed an investiga-
tion into criminal activities in the meat industry in and around New York City.
That investigation resulted in a number of indictments and convictions, including
the conviction of corporate officers and executives who operated, or were enm-
ployed by, concerns which processed and supplied meat products to supermarkets.
independent retail stores, municipal entities such as hospitals and nursing homes,
and, in some instances, the Federal Government via certain military installations
in the metropolitan area. Although the meat products produced were retailed
almost exclusively in the New York City area, the investigation reached into
New Jersey, Pennsylvania and Wiseonsin. As a direct result of these criminal
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activities in the meat industry, meat prices to the consumer were substantially
increased.

Subsequent recent investigations which have been conducted by the Justice
Department's Joint Strike Force on Organized Crime and the New York County
District Attorney's office confirm that many of the corrupt practices which were
found to exist in the meat industry in the investigations I was involved in during
the 1960's still exist, though they are perhaps executed in a more sophisticated
fashion. Those investigations have resulted in a number of indictments w hich
are now awaiting trial. The prohibitions restricting pretrial publicity on matters
before the Court prohibit reference to specific cases before those Courts, and I
will avoid doing so. However, quite apart from the facts concerning any particular
individual or company, certain patterns of systematic corruption emerge which
are directly related to the manipulation and artificial inflation of prices in the
meat industry today.

During our investigations into the meat industry in the 1960's, a variety of
cases were brought by District Attorney Frank S. Hogan which convincingly
demonstrated that retailers, and ultimately consumers, were victimized by a
number of corrupt schemes. One aspect of the investigation resulted in the arrest
of more than a dozen meat processors from many different companies on charges
of commercial bribery. Those defendants, it was learned, had made corrupt agree-
ments whereby supermarket or chain store buyers were paid bribes which were
computed on the basis of the amount of meat the chain store buyer purchased
from the meat processors. Thus, for example, a buyer would enter into a conrupt
agreement with a processor whereby the processor agreed to "kick-back" to the
buyer one-cent per pound for every pound that the buyer purchased from him.
This "cost" of bribing the buyer was added on to the selling price so that the
buyer's employer, the supermarket or chain store, absorbed the costs of the bribe.
Therefore, in our illustrative case, the supermarket paid $1,000 more for every
hundred thousand pounds of meat it purchased. This inflated wholesale cost was
then passed on to the consumer when the meat was sold at retail.

Another case involved the bribery of labor union officials who, the evidence
showed, had for many years extorted at each contract renewal large sums of
money from the meat companies in the New York area in return for the assur-
ance of labor peace. The President, Vice-President and the Secretary-T~reasurer
of Local 174 of the Amalgamated Meat Cutters and Butchers Workmen of North
America, then the largest union local in the meat industry, were convicted for
engineering a scheme whereby $60,000 was demanded as the price for a new con-
tract. The evidence before the Grand Jury showed that these same union officials
had extorted hundreds of thousands of dollars from executives in the meat indus-
try by the improper exercise of the considerable power of their union office. In-
variably, the meat companies concealed the payments in their corporate records,
creating false invoices for meat not purchased, and passed this cost on to their
customers.

An especially vicious scheme was uncovered during our investigation of the
Merkel Meat Company. The evidence underlying the indictments returned against
the President and Vice-President of the Merkel Company, together with the in-
dictments against a meat broker with ties to organized crime, showed that Merkel
was purchasing from that broker many hundred of thousands of pounds of meat
which was the product of diseased cows and horses. The broker arranged to pick
up thousands or carcasses of animals which had died from a variety of diseases
or mishaps and which were obviously not fit for human consumption. He then had
these carcasses butchered at a pet food company and packaged in the expensive
kind of food cartons used for edible meat, which he then marked "Boneless Beef".
He finally marked these cartons with counterfeit and forged federal inspection
stamps and sold the product at reduced prices to the Merkel Company. Merkel
signed false bills of lading which inflated the actual price paid the broker, and
Merkel and the broker split the difference between the actual price paid and that
which was charged the Corporation. Of course, the price to the retailers was based
on the artificially inflated wholesale cost to Merkel, so that the ultimate consumer
paid a proportionally higher price for a vastly inferior and, in fact, potentially
poisonous meat product.

During 197:3 a Federal Grand Jury in the Southern District of New York and
a State Grand Jury in New York County conducted a joint investigation to de-
termine whether certain labor union officials and figures in organized crime con-
spired to unlawfully influence agents of supermarket chain stores to purchase
meat at inflated prices. A number of indictments have been returned as a result
of that investigation. Those indictments charge an extensive manipulation and
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control of the prices of meat products in the New York City area. It is alleged
that certain corrupt individuals, by the exercise of their influence and control
in the meat industry, have been able to keep certain wholesalers from introduc-
ing quality meat products at reduced prices into the New York City area unless

the wholesalers agreed to deal through, and pay commissions to, specified broker-

age houses. Thus, where a large out-of-state meat supplier, through improved
packaging and marketing techniques was able to deliver boxed boneless beef to

the Northeast metropolitan markets at reduced prices, be was prevented from

doing so by persons who could influence supermarket and chain store purchasing
practices. The out-of-state meat supplier was told that he would be guaranteed
a ready market in a number of supermarket chains only if he would deal

through a specified meat brokerage company. The meat supplier over a twelve-
month period eventually paid approximately one million dollars to the brokerage
firm for the privilege of selling his product in New York, which amount was ap-

parently added to the wholesale price of the meat he supplied. These unneces-

sary additional costs were added to the wholesale meat price because of the

pressures certain individuals and companies were able to exert to prevent the
meat supplier from supplying a high quality product at reduced, competitive
prices.

Most meat companies in New York acquire meat supplies through brokers.

Some of these brokers, it has been charged, have acquired enormous influence in

the industry, sometimes through unlawful schemes involving kick-backs and

bribery. Some few brokers appear to control a disproportionate share of the meat

products being supplied to the metropolitan area, and it may be that some re-

structuring of this brokerage system would eliminate some of the abuses which
now exist in the New York market. Perhaps merely increasing the numbr of

brokers, thereby increasing competition, would decrease the opportunities for
abuse.

The fact that the companies and individuals involved in the price fixing

schemes described above are presently awaiting trial prevents me from going

beyond a general description of the practices charged. It may be, however, that

an examination of the evidence developed upon the trials of these cases by this

subcommittee, and others, will suggest ways in which legislation may be drafted

to deal more effectively with this problem.
Although none of these prosecutions was brought under the criminal sections

of the anti-trust laws, it may be that a greater role exists for the application of

anti-trust statutes in dealing with the problem of ever increasing prices in all

aspects of the food industry. I have confined myself to a discussion of the meat

industry because that is the area within which I have had some personal experi-

ence and is one in which the Federal Strike Force for the Southern District of

New York, headed by Edward M. Shaw and the New York County District At-

torney's Rackets Bureau have been extremely active In developing evidence which

has enabled a Grand Jury to act. However, conditions which exist in the meat

industry-that is, the mechanics by which wholesalers get their product to the

consumer, exist likewise in other areas of the food industry and the action and

influence of this Committee may be brought to bear to encourage the more vig-

orous use of the anti-trust provisions in this area.
I think that there is a tendency for some of us in law enforcement to regard

the criminal sections of the antitrust laws as having application only to corpora-

tions involved in some esoteric manipulation of the economics of their industry.

It would seem that a fresh approach would encourage anti-trust sanctions to

straight criminal activity involving extortions, bribery and sophisticated kick-

back schemes where those practices ultimately manipulate and control food

prices and markets.
I thank you for affording me this opportunity to appear before you.

Senator PROXYNimE. From your experience in this field, and from vour
contacts with prosecutors in the strike force and in the district attor-
ney's office, would you say that these practices are not unique to New
York and are not unique to meat?

EXTORTION-PART OF THE FOOD INDUSTRY IN SEVERAL STATES

Mr. SCOPPETTA. I think there is every reason to believe they are not

unique to New York. Very many of the same conditions which exist in
the meat industry exist in other aspects of the food industry. The prod-
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uct is brokered into large urban areas from other parts of the country.
To answer your question directly, we found in our investigations

that the criminal conduct was specifically related to other States. We
found products being treated in the same way as the Merkel product
was being treated that came from Wisconsin, for example. We found
illegal payments from-

Senator PROXMIRE. Where in Wisconsin?
Mr. SCOPPETTA. You would have been happier if I had not mentioned

it, Senator. I would be happy to get that for you.
Senator PROXMIRE. Can you remember the city in Wisconsin?
Mr. ScoPPErrA. I remember we had an extradition proceeding and I

remember the name of the person who testified, a Mr. Buster Lea, who
ran a very large-

BUSTER LEA-ROLE IN MEAT PROCESSOR CASE

Senator PROXMIRE. How do you spell Lea?
Mr. SCoPPEPTA. L-e-a.
Senator PROXmTrE. He ran a large what?
Mr. ScoPPErrA. He ran a large meat-exporting operation, exporting

product to New York.
Senator PROXMIRE. Was Buster his first name?
Mr. SCOPPETTA. Yes, sir.
Senator PROXMIRE. B-u-s-t-e-r; was it his nickname or his real name?
Mr. SCOPPErTA. It was the name we compelled him by reciprocal

witness proceedings, to appear under. It was the only name we ever
used on any of the documents that I had contact with. We asked him
to come to New York. He was not anxious to come to New York. We
subpenaed him. We had a reciprocal witness proceeding which resulted
in one of our assistant district attorney's going out to Wisconsin and
having a court proceeding in a court in Wisconsin, directing that he
appear. And then he did appear, and was subsequently indicted in
Federal courts in the Southern District of New York.

Senator PROXMIRE. Do you remember the city in Wisconsin?
Mr. SCOPPEITA. I will get all that information for you, Senator.
Senator PRoxm=RE. All right.
Could you tell us any more details about that-any other cities?
Mr. SCOPPETTA. That is the one person in Wisconsin. It is the one

set of facts involving his operation. He was involved in many more
transactions and we had reason to believe he was bringing meat into
New York from the South as well, from Texas and possibly from
Mexico.

Senator PROX5IIRE. How about in the big meat-processing centers
in the country, of Kansas City, Chicago, and so forth?

Mr. ScoPPErrA. Well. this union, local 174, is based in Chicago. It
has its national headquarters in Chicago, and we had some contact
with the union as a result of that. but not with the traffic or the meat
product coming out of Chicago. The New York area, or, at least, the
companies we were dealing with were being fed by meat suppliers south
of New York and just north of New York, in the New England area.

Senator PROXMIRE. Are there investigations into this problem being
conducted in other areas of the country besides New York?

Mr. ScoPPErTTA. I am familiar with the investigations of the strike
force in the Southern District of New York, and the New York County
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District Attorney's Office has had investigations on and off for the last
20 years. Al Scotti, who just left as chief of the rackets bureau after
serving 30 years in that office, first investigated this very same union
some 25 years before we got our indictments.

Senator PROXMIRE. My question was whether this was in other areas
of the country beside southern New York.

EXTENT OF PROCESSOR INVESTIGATION

Mr. SCOPPETTA. Whether we have this problem?
Senator PROXMIRE. Whether there are other investigations into the

problem being conducted in other areas.
Mr. SCOPPETTA. Well, I do not think I would be-though it may be,

I am not familiar with them.
Senator PROXMIRE. Do you know whether or not they are investigat-

ing chains, the chains themselves, the big store operations?
Mr. SCOPPETTA. I am sure the strike force in the Southern District of

New York has investigations that may extend that far. I have every

reason to believe that. But I would leave that to Mr. Aaronwald or

Mr. Shaw, who heads the strike force, without commenting on matters
that they are still working on, sir.

Senator PROXMIRE. Well, if the Justice Department found such a

deep-rooted problem in the New York area-and I think your descrip-

tion is really appalling-why did they not immediately begin inves-

tigations in other areas?
Mr. ScOPPETTA. When I conducted these investigations, I was an

assistant district attorney for New York County. and I (lo not know

what the thinking may have been. I know that Robert Morgenthau

was the U.S. attorney at the time. and of course now is the newly-
elected district attorney of New ,York County, and his office did

have an investigation that paralleled ours at the same time that we

obtained indictments in the Merkel Meat case.
Senator PROXMIRE. Do you think the Justice Department should

take a more active role in these investigations?

ANTITRUST LAW ENFORCEMENT LAX IN FOOD AREA

Mr. SCOPPETTA. I think there is one area that has been, perhaps,
neglected, and that would be enforcement of the antitrust laws in this

area. It would seem that, based on the facts as I read them from the
indictment that the southern district has obtained, that there may be-

I have only superficial knowledge of the Sherman applications, the
criminal applications of the Sherman antitrust sections, but it would

seem that there is a pricefixing element there that the antitrust laws
may be able to deal with. And when you prosecute, for example, as

happened in the Iowa Beef case, you prosecute the head of a large con-

cern like that, with all of the resources and energies and effort that went

into it, and the prosecution was finished, and the man is convicted hut
has gone free, I do not know that we have had any great deterrent
effect on what happened.

Senator PROXMIRE. What you are saving is, there was action on the
part of local officials and others, perhaps the Justice Department or the

USDA. on the criminal activities relating to bribery and conspiracy
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and so forth. with respect to violation of antitrust laws, to fix prices
and gouge the consumer-that that action apparently was absent.

Is that right?
Mr. SCOPPETTA. I do not know-I think that is right. Senator-I

do not know of any antitrust investigation. even. much less a prosecu-
tion or a suit, that resulted. that came out of these meat investiga-
tions. And typically what happens, 1 think, is that we use only one
resource available to us in these kinds of investigations; that is, we
have a criminal violation, and that is prosecuted, and then it is con-
sidered dealt with by one agency, and then it is left alone. And if
we had, in this case, a two-pronged approach, had the antitrust divi-
sion look and see if they could not institute a suit that would then
lead others to have treble damage suits against these corporations,
I suspect the effect would be devastating, and would have a terrific
deterrent effect on these corporations that might engage in these
practices.

ILLEGAL ACTIVITIES HAVE STRON-G IMPACT ON FOOD PRICES

Senator PROXMIRE. Well, you see what this committee is interested
in particularly. What our responsibility is -with respect to economic
impact, and the effect on prices; and it appears that that aspect of it
has not been pursued at all. I think your testimony this morning
indicates that this could be very, very substantial. It could cost the
American consumer literally hundreds of millions of dollars over all
if the pattern in New York, as a realistic analysis would suggest, is
common in other sections of the country, too.

Do you believe that when the meat buyers and the vice president
in charge of meat are involved in an extensive kickback scheme, and
plead guilty, the other officers of the company were completely un-
aware of what was going on?

Mr. SCOPPETTA. I suppose it is possible, but it seems unlikely.

FOOD CHAINS-NO SYSTEM1ATIC WAY TO PROTECT AGAINST COMMERCIAL

BRIBERY

Senator PRoxmiRE. Did the chains have any systematic way of de-
tecting or guarding against commercial bribery?

Mr. SCOPPETTA. None that I am aware of, and this leads us to an-
other point. In dealing with these kinds of problems, I do not think
there is any systematic way to detect the problem, and I think what
happened in our investigations was what happens, unfortunately. with
most law enforcement. We react to complaints, and we do not take
an aggressive attitude toward investigation. Instead of waiting for
complaints to be made, and in bribery situations, since it is a com-
fortable situation for both sides, the bribegiver and the bribetaker,
you almost never get complaints. If you wait for complaints, we will
never be able to deal with the problem. I think we need a more ag-
gressive approach, and go out looking for the violations; and of
course, antitrust typically involves that kind of an investigation.

I PERCENT PROFIT ON SALES-4 TO 5 PERCENT GOES TO BRIBERY

Senator PROXMIRE. One major chain that had a vice president in-
dicted and subsequently pled guilty told his staff they were interested
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in turning over goods, and did not police the employees. Now, is this
not hard to accept as prudent, even from the standpoint of just maxi-
mizing profits, in that they claim a 1 cent on the dollar profit. and
bribery is costing them 4 to 5 cents on the dollar, or as much as that
in their largest sales categories?

Mr. SCOPPETrA. I could not agree with you more. It certainly
sounds inprudent, it certainly sounds

Senator PROXmIRE. It would be good business to stop the bribery.
Mr. SCOPPETTA. Yes, sir.
Senator PROXMIRE. And yet they say they are apparently able to

pass it on in some ways. Is it your experience that people take this
issue seriously, or do they feel it is just a way of doing business?

Mr. ScoPPETrA. It is not taken seriously enough, Senator. I think
we find this in many aspects of official corruption. In the area I am
most concerned with now, in my present position, people sometimes
think in business and in government that that is a necessary way of
doing business. And obviously, that attitude has to be dealt with frst.

HOW WHOLESALERS HIDE THE BRIBERY CHARGES

Senator PROXMIRE. How do the packers and wholesalers handle the
bribes that they pay out on the books?

Mr. SCOPPETTA. We found that typically, they would create artifi-
cial invoices and bills of lading, and other documents, to support in-
flated entries on the books.

Senator PROXMIRE. Did you have any trouble with the income tax,
the Internal Revenue Service?

Mr. SCOPPEZrrTA. It was one of the big problems that we had when
we got the meat companies to cooperate with us, and tell us about
payments made to the union officials who were extorting payments
from them. They were most concerned with the fact that they had
made these entries on their books to cover the payments out of fear
of detection, and out of an interest not to make the payments out of
their own pocket. They were most concerned about the income tax
laws, and of course since they cooperated, they were given consider-
ation; and they were not prosecuted for any violations of the income
tax laws, just simply misstating their gross income, any of those sec-
tions, even if they did not personally benefit from it. But given that
experience of going through those books and records, and speaking
with those packers, there is no question in my mind that there are
many violations of the tax law that can be brought to bear in this
area.

THE COURTS DEAL TOO LENIENTLY WITH WHITE COLLAR CRIME

Senator PROXM1RE. Do you think the bribed executives should be
more severely penalized?

Mr. SCOPPETTA. I think that is true in white collar crime across the
board. I think we deal too leniently with white collar crime in general,
and these investigations are no exception. A man can commit the most
isolated crime of violence, and he will go to jail for a very substantial
tine. Someone can violate the antitrust laws. the drug companies are
among the examples we have had where it costs the taxpayer and
costs the citizens of this country many millions of dollars over extended
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periods of time, and the most that will happen. if anything happens
at all. is that the corporations will pay a fine and will have to deal
with the treble damage suits and will have to return some of the money
they have been stealing for many years.

I think there is no question they are dealt with too leniently.

MEAT MARGIN NOT EXTREMELY TIGHT-NEW YORK MEAT MARKET NOT

VERY COMPETITIVE

Senator PROXMIRE. Do you think that this scheme that was uncovered
in New York indicates that the middlemen in the meat industry have
a substantial cushion to play with and that they are not in this tight
margin squeeze they talk so much about? After all, if they can pay
out this much in bribery and still survive, make enough money to stay
in business, it looks as if they are not on that tight squeeze after all.

Mr. SCOPPETTA. Well, certainly nobody went out of business as a
result of making these payments. and the only company that went out
of business was the Merkel Meat Co.. but not because of the payments.
It was because of the exposure of the kind of product they were selling.

Senator PROXMIRE. *Well, in a truly competitive market, how can
chains be paying such an inflated price for their beef as a result of these
bribes and not suffer significant competitive disadvantages?

Mr. SCOPPETrA. Well, I think the situation that was revealed in these
recent indictments shows that maybe New York's market is not all
that competitive, and that the products coming into the city go through
comparatively few numbers of people. A few brokers control the prod-
uct coming in. and in one instance one particular person is alleged
to be able to-at least at that time, 2 years ago-control the price
of the wholesale product coming into New York, either because of his
own interest in his brokerage companies or the influence he could
exert on other brokers and other buyers.

Senator PROXMIRE. Are you saying that is total and comprehensive,
though? It seems to me that the chains that are not involved in
bribery-and I presume there are some-would be able to underprice
the chains that were and take advantage of the situation to increase
their volume very greatly.

Mr. SCOPPErrA. Well, I think that is undoubtedly true. The example
I gave is one area of pork processors. We are not talking about some of
the large, in this particular case. large processors and large wholesalers
that do not have to bow to that kind of pressure, and so it would seem
that if these smaller companies are charging a certain price. including
their illegal payments, that unquestionably those that are not making
the illegal payments ought to be able to undercut them. I think that is
true.

MEAT MARGINS ARE COMFORTABLE

Senator PROXMIRE. And if thev do not-and they do not seem to be-
cause the other companies can survive-it must be a pretty fat margin
there somewhere, one way or another.

Mr. SCoPPETTA. It is a comfortable margin, I guess.

ILLEGAL ACTIVITIES ACCOUNT FOR PORTION OF LARGE MEAT SPREAD

Senator PROXMIRE. Finally. before we move to Senator Schweiker,
let me ask, would you agree, then, as we are looking at this terrific in-
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crease in the farm-retail spread in beef that some portion of that
increase could be accounted for by these illegal activities and maybe a
substantial proportion?

Mr. ScoPPETTA. I certainly would. sir. I would agree with that.
Senator PRoxMNIRE. Senator Schweiker.
Senator SCHwIriEFR. Thank you, Mr. Chairman.
Commissioner, in the kind of investigative work that you have been

involved in. when you talk about pocketing money, is this usually the
executives that are in charge of the buying operations? In other words,
who actually personally benefits from the corruption you are describ-
ing, as a general rule, in the patterns you are describing?

THE FORMS THE MEAT BRIBERY TOOK

Mr. SCOPPETTA. I think it is at several levels. We found in the coIn-
mercial bribery cases that the buyer himself, not the executives of the
company, but just the man employed as the buyer, was pocketing the
money in a lot of different forms. People would send him bonds in his
children's names, or he would get the cash payments, just kickbacks
outright. That was the buyer himself.

We also found that in the Merkel Meat Co., there was a president
and the vice president of the company, a very large, substantial proc-
essing house, and they themselves were taking money out of the cor-
poration, and we found, on the other side of the fence, that the union
officials were the ones getting the money and not just union delegates
or representatives, but the president, the vice president, the secretary-
treasurer of the largest local in the country in the meat industry were
the ones who were all convicted of this scheme. So that we found there
that the top level management of the union, at least in New York, was
getting money and found that many of the union delegates were get-
ting the kind of minor payments that would induce them to do their
job as they were supposed to do, such as supplying butchers or supply-
ing hog carriers or whatever.

Senator SCHWEIKER. Now, Senator Proxmire asked you a little while
ago whether it was conceivable that the higher-ups would be aware
of the activities of bribery and corruption going on, and I did not
fully understand your answer because I think you indicated that they
probably should know.

BRIBES CHARGED TO THE CORPORATION SHOULD BE KOWN TO HIGH LEVEL

CORPORATE OFFICERS

My reaction to that-would it not be a matter of whether they were
involved in the bribery or not. If they were involved in the bribery and
got a percent of the take, of course they would know. If they were not,
I wonder if they did know.

Mr. SCOPPETTA. Well, I question how they would not know in those
instances where the bribes were charged to the corporation.

Senator SCHWEIKER. What would be their reason for knowing and
keeping quiet when they see one person benefiting at the expense of
the company?

Mr. SCOPPETTA. Well, I think the company is benefiting too, and I
think that they receive not so incidental-I started to say an inci-
dental benefit, but not such an incidental benefit, in increased profits
for the company.
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Senator SCHwE1KER. How would the company benefit unless they
do not follow the pattern you are describing? And that is why I
asked my first question. I thought the buyer or the person who was
getting the money firsthand was personally pocketing it, so it did not
go any higher than that. It would seem to me the company was, in
essence, giving a special payment to that buyer, and I do not follow-

HOW A. & P. HANDLED ILLEGAL PAYMENTS

Mr. SCOPPETTA. In the case of the-I think we have two sides to the
coin. We have the bribegiver and the bribetaker.

In this instance of the A. & P. it seemed very clear that as soon
as the A. & P. executives learned that this was a problem in their
company, they came to Frank Hogan's office, and we had an investi-
gation, so they did precisely what we would hope all company execu-
tives would do. They did not know that the buyer was receiving il-
legal payments, and as soon as they did find out, they did something
about it.

But on the other side of the fence, those companies who were paying
the buyer were charging those illegal payments to their corporations,
and in some instances we found high level executives, the president of
the company or vice president of the company, dealing directly with
the buyer and then tacking that price onto the wholesale price, the
payment onto the wholesale price of their product and selling it to
the A. & P.

Now if somebody in that company was not involved in the bribe
scheme-let us say the vice president was making payments to the
buyer, and the president of the company was not involved in it, or he
suspected, or he knew because of the book entries and so forth, he
might still be motivated not to do anything about it, not to complain
about it because for many of those independent processers, it was very
important for them to be able to tell other customers that they were
selling their product to A. & P., and the fact that his vice president
was willing to bribe the A. & P. buyer to get the product in, gave his
company a sizable advantage in dealing with other accounts so that
many of the smaller chains were influenced by the fact that X, Y, Z
company came in and said, our processed meats are sold by A. & P., and
this is an excellent product. you know, A. & P. has all these quality
standards to meet, and then they would buy it too.

FOOD CHAINS MOVED IN WHEN THEY GAINED KNOWLEDGE OF BRIBERY

Senator SCHWEIKER. I understand what you are saying about the
processer; that is correct. They as a unit have something to gain.

I guess my question was directed to the chain itself. Your answer
would not be the same with the chain itself. would it?

Mr. SCOPPETTA. No; it would not be, sir. I think in that instance,
all of our experiences there show that the executives themselves had
no knowledge at all, and as soon as they suspected it, they moved on
it: yes, sir.

Senator SCHWEIRER. Unless they were receiving part of the take,
too.

Mr. SCOPPETTA. Yes, sir.
Senator SCIIWEIKER. OK, that clears that up.
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Another question I have is, in any of these investigations or any
of these matters that you have been involved in, has the Federal Trade
Commission been involved in them? Have they been investigating?
Have they been interested? Have they been conducting any inquiries?
What has their role, to your knowledge, been in some of these corrupt
situations that you have been describing ?

FEC HAS PLAYED NO ROLE IN MEAT INDUSTRY INVESTIGATIONS

Mr. SCOPPETTA. They had no direct involvement in any of these mat-
ters that I have been describing, but I would not say, I have no basis
for saying that they have not had an interest in this area. I just do
not know what the Federal Trade Commission has been doing in this
regard. It is simply a matter of them being an agency that I did not
deal with as a State prosecutor.

Senator SCiHWEiKER. Would it not appear to you that inasmuch as
you pretty well described not only illegal, unfair trade practices, that
they would have every responsibility and every right to be involved
and be concerned as a matter of conducting their office properly?

Mr. SCOPPETTA. From what I understand of the Federal Trade Com-
mission's jurisdiction, I would think that they should or would; yes,
sir.

Senator SCEWEnIER. To your knowledge. are these practices and
patterns occurring in other segments of the food industry or primarily
meat as far as your experience shows?

Mr. ScoPPETTA. Well, my direct experience has been in the meat
industry, but it seems to me that the same conditions that exist in
the meat industry exist in many other areas of the food industry and
that there is no reason to believe that it should be unique to the meat
industry. We have many of the same conditions, the buying practices,
the brokering practices; we have buyers for chains for all food
products.

There is no reason to believe that only the buyers in the meat prod-
ucts would be subject to the temptations of commercial bribery. There
is every reason to believe we ought to examine the practices in the
food industry across the board.

Senator SCHWVEIKER. In the recent economic conditions. that is. the
food price, meat price situation. because of their increase and infla-
tionarv trend, would you say that is more of an incentive for illeTal
and corrupt elements to participate and get into the system, or less
incentive?

Mr. SCOPPETTA. Well. I suppose if it becomes increasingly-I am not
sure how that worlks out. If it becomes increasingly difficult to increase
your plrofit margin, then you may be tempted to stretch the rules to
d1o so.

I suppose it would seem to he incentive, without having thought
about it too much. I think it would lie an incentive to increase illegal
practices when times are tougher, when it is tougher to make money. I
suppose the temptation is to try to make it in any way possible, includ-
incr illegal means.

Senator ScHAvLIKER. Well, I realize we are talking about different
time frames, different kinds of market conditions. One thought that
occurs to me is. I guess in the past year or so when meat was in fairly
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short supply and when prices were sky high and they were put under
control, it seems to me that would be a great situation for some of the
illegal and corrupt activities that you described because of just the
scarcity or the kind of market conditions that were occurring then.

Now. of course, to some extent some of those forces have dissipated
themselves, so I guess it depends on what specific time we are talking
about.

Mr. ScoPPETTA. Yes, sir; I should certainly think that is true. We
are experiencing this in New York, right now, with milk. Because of
a strike of the distributors, the milk that is available in New York,
apparently is coming from New Jersey, and if the chain or the seller
has got to go across the State line and bring in milk that he ordinarily
would have delivered to him, he is tacking on some extra price, and
we are paying more for milk now because the demand is higher than
the supply, sure.

A. & P. COOPERATED FULLY WITH THE INVESTIGATORS

Senator SCHWEImER. The chains per se, in cases where you are deal-
ing with the superiors in a chain who are not involved in the graft and
corruption, in those cases, did you find the chains cooperative, willing
to work fully with your office or not? In other words, where you are
dealing with a higher level from the corruption that was taking place,
what kind of an attitude did you find among the chains in terms of
cooperating or not cooperating with your investigations?

Mr. ScoPPErrA. Well. our experience is with the A. & P., the Atlantic
& Pacific Tea Co., and the cooperation was complete, and we could
not have asked for more.

For example, they brought the matter to our attention to begin with
through their counsel. They allowed us complete access to all of their
records and documents. and furthermore they kept a corrupt employee
on for a substantial period of time, many, many months, so that our
investigation could proceed.

The temptation would be, I should think, for most companies to
fire the man outright and say, do with him what you will, so they are
free of the scandal. Instead, they allowed us to keep-or they kept
him on and allowed him to continue in his position until we could get
the corroboration, get the evidence of these past acts that had occurred,
and then indict more than a dozen separate companies that were deal-
ing with him, and then they suffered the embarrassment later of hav-
ing a man testify at a number of trials, as a buyer for the A. & P. and
a man who had taken bribes.

They could have avoided all of that, but in the interest of responsible
law enforcement, they allowed-they did keep him on and allowed us
to proceed, so that I cannot say enough about the cooperation we re-
ceived from the A. & P. It was excellent.

Senator ScOiwEIiER. That is all I have, Mr. Chairman.
Senator PROXMMIE. OK, thank you very, very much, sir. This has

been most helpful testimony. We deeply appreciate it. You have per-
formed a real service by coming before us this morning.

Mr. SCOPPETTA. Thank you, Mr. Chairman.
Senator PROXMIRE. Our next witnesses will be Mr. Marvin McLain,

the head of the Packers and Stockyards Administration in the Depart-
ment of Agriculture, Mr. Lester Norton. president of the National
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Provisioner, and M1r. William Albanos, managing director of the
meat sheet.

I hope that each of the three principal witnesses will have a micro-
phone, if that is possible.

Now, every day in this country about 133 million pounds of meat
are purchased. About 90 percent of all wholesale meats are governed
either directly or indirectly by the prices carried in the "Yellow
Sheet." We have found that the military also buys most of its meat
directly by the prices carried by the so-called Yellow Sheet.

This little sheet mysteriously drives the meat market, but apparently
very few people know how the prices in the Yellow Sheet are deter-
mined or how reliable they are, how subject to manipulation they are,
and there have been allegations that they are very subject to manipula-
tion indeed.

The staff of the committee over the last month has heard complaints
and rumors that the Yellow Sheet has been manipulated recently
through the use of phony packer-to-packer trades. The staff has de-
veloped a chart that appears to indicate that there are significant
swings in the prices of beef which indeed appear to be affected by
packer-to-packer trades, which are not separately reported in the
Yellow Sheets.

The significance of any possible manipulation is tremendous. Swings
of only a few cents in the price of carcass meat can mean virtually
millions of dollars in windfall profits to the packers. At the same time,
a manipulation downward can have a devastating effect on the price
paid to the cattlemen for their livestock.

I hope that you witnesses this morning can clear up a few of these
questions for us. First, we will hear testimony from Mr. McLain of
the Department of Agriculture, and then from Mr. Albanos, and third
from Mr. Norton, and then the committee will ask questions.

Sir. McLain, go right ahead, sir.

STATEMENT OF HON. MARVIN L. McLAIN, ADMINISTRATOR, PACK-
ERS AND STOCKYARDS ADMINISTRATION, DEPARTMENT OF
AGRICULTURE, ACCOMPANIED BY HARRY L. WILLIAMS, DIREC-
TOR, LIVESTOCK MARKETING DIVISION; PASCHAL 0. DRAKE,
DIRECTOR, PACKER AND POULTRY DIVISION; HAROLD CARTER,
ASSISTANT GENERAL COUNSEL FOR REGULATORY DIVISION;
AND KEN VALE, OFFICE OF THE GENERAL COUNSEL

Mr. McLAIN. Senator Proxmire and Senator Schweiker, we are
delighted to cooperate with you because I think you are working in a
field that needs attention.

I have with me here Mr. Pat Drake, who is in charge of the packer
work in my division, and Mr. Harry Williams, who is back behind here,
who is in charge of the livestock marketing end, and Mr. Carter, who
is general counsel of regulatory head. and his assistant, Mr. Tale.

First of all, of course, we are here to talk about the "Yellow Sheet,"
as such. We are not spokesmen for that. We have been fairly active
over several years, though, in the areas you are exploring here with
the committee because we do have some authority.

Our authority goes back to the act of 1921, which was put on the
books, of course, as you will recall, when the livestock industry was
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pretty much concentrated out in Chicago and under the dominance of
several of the big packers, or at least, a lot of people thought it was.
It led to the act. and it has been amended a good many times since then.

Now in the specifics of what you are interested in here this morning.
and to save vour time, I think probably the quickest way to get to it
would be to have Mr. Drake here, who works in this area, explain what
we are doing to ferret out some of these practices.

Senator PROXIIRE. All right, we would like to limit that testimony if
wve could. I realize this is complicated. We want to hear from AMr.
Albanos. Is Mr. Albanos here'?

Mr. ALBANOS. Yes, sir, I am.
Senator PROXMIRE. Mr. Norton?
Mr. NORTON. Yes, sir.
Senator PROXMIRE. Mr. ANorton, also. so if you could just have about

a 5-minute summary of your position, then we could get into questions
after the other witnesses testify. that would be fine.

Mr. McLAIN. All right. Mr. Drake will indicate the areas we have
been working in.

Senator PROXMIRE. All right, sir., go ahead.
Mr. DRAKE. Mr. Chairman. as relates to your inquiry of the Yellow

Sheet, our jurisdiction is on meat packers and not the Yellow Sheet as
such. As far as we are concerned, it is a method of news media similar
to USDA Market News.

Over the years, especially the last 3 or 4 years, we have received
numerous complaints from the industry concerning what they term
"rigging" of the Yellow Sheet. Primarily, these allegations have to do
with the quotation of packer-to-packer sales as such.

Wage have made various investigations with the cooperation of the
Yellow Sheet people and Mr. Norton. We have found questionable in-
stances of possible misuse by the packing industry of the Yellow Sheet.
but to date we have never been able to get sufficient evidence or enough
evidence in order to prosecute.

WlTe currently have personnel who continually monitor activities on
the Yellow Sheet, but our primary concern with the Yellow Sheet, as
of today, is the quotation of packer-to-packer sales transactions.

Senator PROXMIRE. All right, sir. thank you very much.
Now. Air. .Albanos, do you have a statement? Will you take the

microphone?

STATEMENT OF WILLIAMS ALBANOS, JR., MANAGING DIRECTOR
OF "THE MEAT SHEET"

Mr. ALBANOS. Yes, I have a statement. AIr. Chairman.
Mv name is Williams AVlbanos. Jr.. and I am the managing director

of The Mleat Sheet, a daily price reporting service of the meat industrv.
We have a staff of experts gathering price data daily from over 300

btxvers and sellers, brokers and traders in the beef and pork industry
from all parts of the country.

The Meat Sheet came into existence 17 weeks ago at the request of
many in the industry anxious to have certain reforms in the method of
reporting. Beef and pork committees of the American Meat Institute
made certain suggestions in May and June of this year, which have
all been incorporated in our format.
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The Wall Street Journal's staff reporter Jonathan Kwitny has raised
serious questions about meat price reporting in his article dated Friday,
December 6. 1974. He suggests three schemes by which prices may be
manipulated. Reforms instituted by The Mfeat Sheet in August of this
year safeguard against such manipulations.

The Meat Sheet separates packer-to-packer beef carcass trades from
packer-to-processor trades thus minimizing influence of such trades on
general market price structure.

The M\eat Sheet has met with wholesale meat associations in New
York and New England to establish data reporting by most reputable
firms thus minimizing the danger of split price transactions with higher
priced shipments being reported in exchange for bargain priced
shipments.

The decelerated drop in -prices mentioned by Mr. Kwitnv is more
easily accomplished with a single price close. The MIeat Sheet carried
the full range of trading with high. low. close. and volume of sales
upon which the prices are based.

Further, Thlie Mleat Sheet has made provision for subscriber election
of. a board of governors from their ranks, to supervise the modus
operandi of data-gathering and reporting.

Other Meat Sheet innovations include: (1) chemical rather than
visual analysis for categorizing sausage materials; (2) 13 items re-
ported in Australilan and Latin American imports; (3) an eastern
close to reflect regional differences. ethnic consumption patterns, chain
buying specials, severe weather: (4) added items of beef and pork ac-
tivelvytraded but not previously reported on a daily basis; (5) analy-
sis of price factors by aln agricultural economist for long range trends.

The Meat Sheet has sought to bring accuracy and professionalism
to meat. pri'e reportialg. With the safeo-uards that we have built into
our reporting. price changes tend to be linear rather than to reflect
noticeable fluctuations on a day-to-day basis. These fluctuations do,
for example. reflect in the very sharp rises and sudden drops result-
ilug in: (a) cattlemen sometimes being forced to sell at reported money-
losing lows: (b) wholesale and chain buyers, who are accustomed
to purcha sing on certain contract davs, could be forced to buy at a
reported high.

We hope that The Meat Sheet's method of reporting will provide
a better climate in which all segments of the meat industry -will be able
to realize justifiable and equitable profits, and at the same time, reflect
less inflationary prices at the ultimate consumer level.

Senator PROXMIRE. Thank you very much. Mr. Albanos. Mr.
Norton?

You have no prepared statement, or is this it?
Mr. NORTON-. I have a statement I will be glad to submit.
Senator PROXMfIRE. How long a statement is it?
Mr. NORTON. About 10 minutes.
Senator PROXMIIRE. All right.

STATEMENT OF LESTER I. NORTON, PRESIDENT, THE NATIONAL
PROVISIONER, INC.

Mr. NORTON. I am glad to respond to the request of this committee
that I appear before you today. even though it is as a result of only a
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few days' notice. I appreciate your courtesy in allowing me to make
for the record some preliminary remarks. These may be helpful in
putting the operations of our business in perspective for this inter-
view. I am happy to adjust myself to the short notice I have been
given, though it makes it necessary to appear without counsel.

I will be very pleased to go into our reporting methods in what-
ever length the committee desires. In the absence of counsel, I am
going to confine myself to the areas in which I am told you are
interested.

The National Provisioner, Inc., of which I am president and chief
executive officer, is a news media organization. We are engaged in the
dissemination of information of interest to the various segments of
the meat packing and processing industry. The company, which was
originally called the Food Trade Publishing Co., was incorporated
in about 1891 by four journalists who invested their own private
capital in the business.

We publish the National Provisioner magazine, which is widely
known and respected throughout the meat industry. It has been pub-
lished continuously every week for 83 years-and I would like to say
that the livestock meat industry public hearings and work of various
meat commissions and committees of the Government, for example.
have probably been more reported in our media than any other in the
couintrv. The magazine also contains editorial comment on various
developments and proposals.

The control of our private business lies in its shareholders,
and I have with me a list of those shareholders, which I am glad to
make available to you. I am the only shareholder in the direct, daily
employ of the company. All others acquired their holdings by being
heirs and descendants of founders of the business, or by widows or
heirs of former full-time employees and editors.

The directors of our company; with only one exception. have always
been shareholders or employees of the company, or members of their
immediate families. I have been an employee of the company for 51
years, have been president and a director for 26 years, and I am a
shareholder in my own right.

I can here state to you that I have personally known all of the di-
rectors and shareholders of the company and their families for many
years. To my knowledge, none of them, and none of our other execu-
tive or other employees, including myself, are under the financial,
family, social, or other control of any kind directly or indirectly, of
any advertiser, subscriber, reader, meat packer, meat processor, retail
chain, or anyone else in the food industry. Our business is completely
independent, and its policies are directed entirely by its management
and shareholders.

I have been told that your interest today is in an operation of our
business related to carlot meat price reporting. This is done through
our daily market and news service., which was begun in 1923. Its func-
tion is to report and disseminate news and price reports of immediate
delivery sales of substantially unprocessed meats and byproducts on
the open going market among buyers, sellers, and brokers who have not
made advance commitments or contracts for specified quantities.

This price reporting service is one of many in the meat industry
sul as Thle Mleat Shleet, the Uiversity of Illinois Consiumer Service
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Advance Market Newsletter, the L.F.M. News Service, Producers'
Price Current, the Daily Hide and Tallow Bulletin, the Wall Street
Journal, the New York Journal of Commerce, the Pratt Report, and
the U.S. Department of Agriculture Market News Service. Our serv-
ice, however, like the comparable private Dow Jones service for report-
ing open auction market sales of corporate securities, is the only one
reporting and disseminating actual prices in the open going market for
dressed but unprocessed meats.

Appended to my remarks is a full description of the operation of
our price service, as I gave it at an address to the Cooperative Food
Distributors of America in September of this year. This is being fur-
nished for the record.

However, certain cardinal points should be emphasized in connec-
tion with our service. One, its only purpose is to supply impartial and
accurate information that is vital to intelligent operation and in-
formed competition. Two, our interest in market prices is solely that
of an objective observer and reporter. Neither our company nor any-
one connected with it profits directly or indirectly from price condi-
tions or movements. Three, we report only price facts, not opinions
of value. We double-check and confirm all important trading reports.
Four, the nature and pattern of the existing private enterprise market
makes price reporting in such a market dependent on the personalities,
skills, experience and efforts of the market reporters, and on the re-
spect with which buyers and sellers and brokers have for the integrity
and accuracy of the reporting service. The reputation which our busi-
ness has built up over the years commands the respect of these people.
Five, our business is devoted to the dissemination of information.
We believe that this benefits the industry and the consumer, and ad-
vances the public interest which concerns this committee.

In our field, we are not too dissimilar from the price reporting serv-
ice of the Dow Jones Co. Now. Dow Jones is admittedly a much larger
company, but it is still a private news media business that reports actual
transaction prices in the specific open market for corporate securities.
Like us, it furnishes price reports to subscribers for profit, as it
furnishes price information and related market news. The market it
reports intimaitely ITects the national economy. Thousands of contracts
are made daily and privately outside the market it reports, and it is
common knowvledge that millions of shares of stock trade daily off its
market on the basis of previous closing prices reported by it on the
market it does cover.

A similar situation obtains in the open market reporting of carlot
transactions of unprocessed meats. We submit to the committee that
here is an area vwhere private business. operating under the informal
but rigorous controls that guide a private competitive enterprise, can
and does perform a more objective and useful service than any Govern-
mnent-operated service. This is attested to by the fact that our daily
market and news service price reports provided the base from which
all meat ceiling prices in effect in World War If were constructed,
and that present U.S. meat procurement agencies for our Armed Forces
use daily market and news service quotations in judging bid
acceptabilities.

The U.S. Department of Agriculture entered the field of market
reporting in 1915. In a typical year, it issues about 65,000 market
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reports, and Congress appropriates about $7 million a year for this
service.

No charge is made for information supplied by the Market News
Service.

Senator PROXMIRE. Mr. Norton, how much longer is your
statement?

Mr. NORTON. About 2 minutes.
Senator PROXM3IIE. I understood you to say you had a 2-minute state-

ment to begin with.
Mr. NORTON. No, I sai(l 10 minutes.
Senator PROXMIRE. Oh1, 10 minutes. I misunderstood you.
Mr. NORTON. If you like, I will abbreviate.
Senator PROXMIRE. NO, no, that is all right. You can finish it.
Mr. NORTON. We charge $130 a year for a basic subscription. And

we have been able to increase our service to the food industry pro-
gressively, in competition with a free service, while achieving stature
and respect that is unmatched by the Government. For more than 50
years w e have submitted ourselves for appraisal to our subscribers;
for alnost 13.000 consecutive davs. our service has been judged by its
users. We have yet to have a subscriber ask for a subscription refund
because he felt our service was inaccurate.

I am happy to have this opportunity to be interviewed by you for
your record. and I would be pleased to try to give you whatever fur-
ther views or information I can that might be pertinent to your
activity. I would like to try to be helpful.

[The speech referred to by Mr. Norton, together with attachments
follow:]

SPEECH BY LESTER 1. NORTON TO COOPERATIVE FOOD DISTRIBUTOBS OF AMERICA,
KANSAS CITY, MIO., SEPTEMBER 16, 1974

It is a real privilege to be talking to representatives of a vital part of our
great food marketing system. Which was once described as the easiest business
in the world to come out of with a small fortune. All you have to do is go in
with a large fortune.

There is not much question that the most important element in a meat opera-
tion is price. The price at which you sell. Also the price at which you buy. So it is
important to be well-informed on price.

The meat business is price oriented. Price brings supply and demand In balance.
Lower prices move extra supplies and keep meat from going to waste. Higher
prices keep demand in check when supplies are short. Price, in relation to cost,
helps determine profit.

So your first problem as buyers is to determine the price at which you can
expect to buy the meat you need. There are three ways you can go about this:

You can discuss price with competitors. That way can land you in jail. You
can start from scratch and call every supplier to get asking prices. A lot of time
is involved in this, and you don't know the relationship of hopeful asking prices
to realistic selling prices. The third way is to have an accurate picture of where
the market closed the night before and start from there. Because usually the
market starts off in the morning where it left off the night before.

Knowing the previous night's closing prices, you can then use your time to
better advantage by concentrating on only one thing-deciding whether the
market has heated up-or cooled off-from the night before. Then you can begin
to trade in meat with greater certainty.

More than any other single thing, more meat buyers use "The Yellow Sheet"
as a guide for the bids they will make in the market, and as a tool to determine
the prices they are willing to pay for the meats they need.

So let's talk about the Yellow Sheet . . . What is it? What can it tell you?
Who is behind it? How much can you depend on it? Where does it get its prices?
What do those prices mean?
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The Yellow Sheet is a price reporting service published by The National
Provisioner, Inc., of Chicago. Its more formal name is The Daily Market & News
Service. Our company has been in business since 1891. Every week since 1891 we
have published an issue of The N ational Provisioner magazine.

The objective of the magazine is to provide accurate and timely business in-
formation on meat subjects to managing, operating, marketing and other execu-
tives of the meat industry. More meat men read this magazine than any other
in the world.

Through The Yellow Sheet we have been intensively engaged in market report-
ing for more than 50 years. Most of the important buyers and sellers of meats
in the country subscribe to our Yellow Sheet or one of its companion services.
We have Yellow Sheet subscribers in many other countries of the world. Some
of these export meats to us. Others are buying here, and competing with the
American public for part of our meat supply.

In the over 50 years we have been publishing The Yellow Sheet we have pro-
duced almost 13,000 consecutive daily price reports. We have yet to have a
subscriber ask for his money back because he thought we were inaccurate.

We are pleased that we've had some degree of success at what we do. We
don't intend to let that success breed failure. I suppose you could get to the
point where your record of being right is so strong that people could believe
anything you say. So you stop working. And stop being right. We don't intend to
let that happen.

If anything, we work harder at what we do than ever before. We have been
steadily adding to our staff for years. We will be doing more as the meat indus-
try moves into new items-like boxed beef-and as open markets are created on
new items.

The Yellow Sheet is really simple to define. It is a price report. A report of
the actual prices being paid in the open market for the meat items that it quotes.
The Yellow Sheet quotes the actual going market at the close of the trading day.
Five days each week.

The prices we quote are not judgments of what people should ask for meats
they want to sell. They are not our opinion of what you should bid for meats
you want to buy. They are not opinions of value. They are not suggestions as to
what prices ought to be. The prices we quote are the actual closing prices being
paid in the open market-by willing buyers to willing sellers-where neither party
is under undue pressure and is negotiating freely in competition with others who
are also in the market.

If you went into the open carlot market at the close of the trading day, these
would have been the prices you would have obtained for product you had to sell.
These would have been the prices you would have had to pay if you had a need
to fill. The prices are the actual, open, going market prices.

We get the information we publish by means of a staff of market reporters.
These are all skilled reporters or expert meat men. Throughout the day they are
talking to buyers, sellers, and brokers. As they go, they are getting reports of
trades taking place, prices being paid, facts on bids and offers. Reporting activity
is concentrated on the open market. because this is where market prices are
truly established by buyers competing against buyers for the supplies available,
and sellers competing against sellers for the sales that are going to be made.

The Yellow Sheet was started in 1923 at the request of a number of leading
packers in the industry. This was a time when markets were fluctuating wildly.
Identical product was selling at greatly differing prices, often at no relation to
cost. The confusion was costing everyone because no one had realistic pricing.

Exchanging price information was not the answer. This was prevented by
law. But the packers desperately needed information as to what was taking place
in the market. They asked The Provisioner to set up a service that would monitor
and report market prices for the benefit of everyone.

They asked us to do this because we were the only ones who seemed able and
qualified to do the job. We knew the industry and its products. We had expert
meat men on our staff. We had no financial stake in the products of the industry.

Then, as now, our interest in prices was solely that of an objective observer.
Neither our company-nor anyone else connected with it-profits from price
conditions or price movements. We own no meat, never have owned any meat,
never expect to own any meat. We have no financial interest in whether markets
go up or down.

We are also a completely independent company. No company dealing in meat
owns any part of our company. We own no part of any company producing or
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dealing in meat. Our business and its policies are directed solely and entirely by
its management and directors.

Our interest in meat prices is solely that of an objective reporter and observer.
We publish only price facts. Our reporters and editors follow procedures that
have been carefully developed to insure accurate reports of what is occurring in
the market place.

We look at ourselves as an organization performing a mature and responsible
job. And I think that any informed and objective person in the industry would
agree that this is true. We believe we help promote the health and vigor of the
industry by helping our readers make better decisions.

Certainly the least that any business man needs when he goes into the market
is knowledge of what others are doing in the market. Then he can try to do
better.

You do not need to pay our reported price if you can do better. As packers you
don't need to take our reported price if you can do better. What we give you is a
price guide as to what others were paying the night before.

And as buyers, you are expected to try to do better. Just as sellers try to do
better. And with this, markets are going to move in accordance with supply and
demand. As they move, we keep our subscribers informed as to what has taken
place.

Markets are going to keep on being the same and they are going to keep on
being different. In that sense, they are a lot like women. You never know what
to expect. There's nothing like a plunging neckline to keep a man on his toes.
And whether markets are plunging, or developing, you'd better know what is
going on.

The important thing is to know where you are going. Except for what hap-
pened at last night's close, don't worry about what has happened in the past.
Because nothing is more responsible for the good old days than a poor memory.
It is what is happening now that should concern you, because it is the meat you
buy today that will hopefully give you the profit you need tomorrow.

So accept the fact that you are going to have problems, just like you should
accept the fact that the argument you just won with your wife isn't yet over.

There have been attempts to figure out what market prices are going to do.
Commodity speculators do it all the time, yet lose S5% money. About all that
research can do is to prove that prices DO change.

Our most important function is helping you buy right. Which means paying
in line with what your competitor pays so you are not at a disadvantage in the
market place. Just as we help the packer to sell right by knowing what his com-
petition is getting in the market place.

Maybe the law of supply and demand isn't perfect in that it doesn't always
divide the consumer's meat dollar the way every part of the livestock meat chain
would like. But if people would stop trying to twist it to their own advantage,
and government keeps its hands off, it would distribute our meat supply far better
than anything else.

As I've said before, price is undoubtedly the most important single element of
the meat business. Slaughterers compete on a price basis for basic raw material,
or livestock. You must compete on a price basis for meat supplies. Know it or
not, consumers compete with each other and cause prices to move accordingly.

So the Yellow Sheet concentrates on prices. It reports prices. Prices paid in a
free and open market place. Paid by willing buyers to willing sellers for standard
quantities of standard merchandise of aceeptable condition and quality.

While markets on meats may often seem chaotic, they are actually a continuous
economic referendum. They represent the decisions of a large number of indi-
viduals who are expressing, by trading action, their opinions of values. Expressed
by prices. Which we have learned to report accurately, for your benefit.

We do not calculate or construct prices, we report them. Which is important
in an industry where no packer enjoys a position of such strong market power
than he can get an exaggerated price for his products in relation to cost. So even
fractions of a cent become important because the profit per dollar of sales is low.

In turn, prices are vital to you as meat buyers. We have all seen how easily
the housewife can be turned off by what she thinks are improper prices. It doesn't
matter whether she's right or wrong. She gets turned off. So you must be care-
ful in your pricing, and in turn your buying, to have the volume you need.

By acting as a guide to intelligent trading. The Yellow Sheet enables the meat
industry to move its products in a more sensible and orderly manner. It helps
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people adjust to the realities of the market place. It can help you meet the needs
of your trade by guiding you to more orderly buying.

For a meat man, every day's business needs a point from which to start.
Knowledge of the previous day's trading and closing market prices. So you can
test that day's market to see if you can meet the needs of your trade at prices
which will keep you competitive and still produce a profit.

And if I am correct in telling you that many DO use The Yellow Sheet for
starting their buying day, and that perhaps you could also do this with a saving
of time and money, then I should also help you know how we report prices in
such a complicated, fast moving industry.

So start with staff. In addition to the employees who handle printing, produc-
tion and mailing, there is a staff of nine full-time reporters. Each covers a spe-
cific segment of the trade and is on the phone constantly talking with producers,
sellers, buyers and brokers.

Most of the calls are made on the editor's own intiative to reliable sources of
market facts. But many other calls come in to us, as buyers and sellers call
us to report trading facts. By doing this, they help us maintain our accuracy,
which helps them and the entire meat community.

Oh yes, people with an axe to grind do try to fool us. But I don't think anyone
has yet succeeded in this because all the people know more than some of the
people, and we know too much about everything that is going on to be fooled by
any one individual.

As the day progresses, each editor obtains and checks transactions in his par-
ticular area. As he goes, he will confirm each important trade. Only after a trad-
ing report has been checked with an opposite principal or broker can the trade
be considered a publishable fact.

We report the market on the basis of verified trading prices. So it is important
for the editor to not only know that trading has taken place, but also to know
the circumstances of the trade, so it can be properly evaluated. In evaluating
trades, time is an element. Like when did the trade take place so we can properly
follow an advancing or declining market, and accurately quote prices at the end
of the trading day. For us, the end of the trading day is whenever trade ceases
on each particular item.

Condition of product is also an element in evaluation. Product that cannot com-
mand going prices because of poor cut or trim, or excessive age, cannot be used
in quoting a market. Nor can we use the premium price you pay for getting a
special selection from a larger volume of product.

Volume of trading is important in reporting markets. When there is less prod-
uct than buyers need, or more than the market will absorb, closing prices can
differ from trading prices. This is because the market can move up on higher
bids, or down on lower offers, even in the absence of trading.

Circumstances of sale is also important. A distress sale made by a packer
who must "sell it or smell it" can't be used in quoting a market. Nor can we use
distress buys in which a desperate buyer with emergency needs "outpays" the
market to meet a shortage.

The market we report is the going open market. Not distributive transfers,
not sales made because of an unusual relationship between a single buyer and
a single seller. Not bulk sales involving special packing and store-door deliv-
eries to a number of points. Not sales for future delivery at "guessing game"
prices.

For reporting purposes, we consider only product sold for prompt shipment.
Prompt shipment is defined as shipping the product to the buyer not more than
three days after the sale is made. Shipments beyond three days may be re-
ported but are not used in making price determinations.

We are concerned with product offered freely to anyone interested in buy-
ing, which after negotiation is sold to the party willing to pay the asking price,
or the highest price in competition with other buyers. The price paid under
these circumstances is the going, open market price. This is the price we report.

We operate only by means of facts and there is no room in our service for
opinion. Hence we have no interest in values. Depending on whether you are
talking to a buyer or a seller, opinions of value can differ widely. They can
differ widely not only from each other, but also from the level at which prod-
uct will trade. It is not our job to keep markets in line, but only to report the
facts.

52-78S-T7 5
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The prices we publish are closing Prices. They are not averages of the prices
being paid during the day, because an average is only a mathematical calcula-

tion and not a fact you can use in making your own buying decisions.

I should also mention that there are times when we quote the price of an

item as we say "on a range." When a price is quoted, as an example, 50@510,

this does not mean that this was the range of prices that occurred during the

day.
Instead, it meant that at the close of the market, prices were in a state of

flux. The item was trading at both 50 and 51¢. Since we could not determine

whether the market was moving to a 50¢ level or a 51¢ level, we showed both

prices on a range.
So remember that when we quote prices on a range, we are quoting a range

of trading and not a range of time. We believe that range-of-the-day quoting

can only confuse. Once the market moves to a new level, the old price is only

history and has no value for trading purposes.
Value is vague, indefinite and arguable. Price is rigid and factual. Bids are

factual. Offers are factual. We report trading facts, not the wishful thinking

of either buyers or sellers. These are facts on which you can make your own

buying judgments.
The entire process of evaluation is often quite complicated. It not only in-

volves certain rigid factors, but also includes sensitivity, knowledge. experience

and procedures worked out over many years. But the end result is The Yellow

Sheet, published every evening for the guidance of the meat industry.

In terms of money, price changes are larger today than ever before. And it

is not unusual to see the market reverse itself one or more times during the

day. For un-informed traders this has increased the chances for trading losses.

Where we once offered price reports only in the form of the printed Yellow

Sheet by mail, we now provide faster price service by wire. By way of Telex,

TWX and Western Union, we send special coded price messages at both noon

and the end of the trading day. Each shows market prices at the time the mes-

sage is filed.
In addition, we have mid-morning and mid-afternoon market commentary

messages. These help in following market trends and keeping track of chang-

ing price levels. In addition to domestic messages, we also send price cables to

subscribers in other countries.
Whatever acceptance The Yellow Sheet enjoys comes from its ability to be

sensitive to price informational needs of the field. From the standpoint of ac-

curacy, it is under the most rigid control possible-the right of subscribers to

stop using our service if we are ever otherwise, and thus put us out of business.

The Yellow Sheet quotes prices the way they are determined in a free society,

in open competition in the market place. Barring government price meddling,

this is the system under which you operate. The Yellow Sheet can be a valu-

able guide in the purchases you make under such circumstances.
While misguided consumerists would have it otherwise, for the present time

at least you have the right to make your own buying decisions, be they good

or bad, profitable or otherwise. And so long as this is so, The Yellow Sheet
can be a valuable guide.

The facts in The Yellow Sheet are yours to use, reject, or adapt to your

own situation. Not to serve as a substitute for your own judgment, but to en-

able your judgment to be better. Because your buying decisions will be based

on facts.
We don't make the market. It is the market that makes us. When sellers

move from a position of strength they can often make prices advance. When

buyers have the advantage, prices will usually fall back. But in every case

the informed man has a great advantage over those who know less. Most in-

formed men use the Yellow Sheet.
We do not publish a sellers' service. Nor do we publish a buyers' service.

We publish a traders' service so that skillful, knowledgeable people, whether

they be either buyer or seller, can make better business decisions by means of

facts.
Just as a thermometer measures and records the temperature, so The Yellow

Sheet measures and records prices. It is up to you to use the information to
your best advantage.

As 50-year market observers, we know that the job of the meat buyer is not

easy. He can contribute greatly, or he can seriously affect profits. Depending on
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how much he knows, and bow well he does his job. We think The Yellow
Sheet can do much to make him better.

[From the Wall Street Journal, April 2, 1942]
PORK PRICES FACING EARLY ADJUSTMENT-CHANGE IN GENERAL LEVEL POSSIBLE

AFTER MONDAY, OPMI OFFICIALS HINT

AGENCY GETS LISTS

(By Ray 'Moulden, Chicago Journal of Commerce, Washington Bureau)

WASHINGTON, April 1.-Considerable readjustment in individual prices for pork
products, if not in the general price level, can be expected when the Office of Price
Administration, after Monday, begins determinations prior to establishing defin-
itive wholesale prices for imposition in a permanent price regulation.

This was definitely indicated here today as the agency awaited filing of actual
price lists by the packing industry which will form the primary basis for deter-
mining final prices.

All but one of the largest packers have submitted their price lists, originally
required by March 27 but extended to April 6, to permit the branch offices of the
major firms to complete reports.

Until all these statements are before the price agency, however, officials have
no indication whether the prices now in effect under the temporary regulation are
fair and equitable.

The paramount question in such determination is whether the price lists dis-
close prices as high as those quoted for the green pork market in the National
Provisioner, authoritative trade publication.

This is because OPA's problem in eliminating inequities is to arrive at a bal-
ance between the processed and the green pork market, officials explained.

Meanwhile, the agency is plagued with deciding whether the price control it
has attempted is going to work out in practice as well as appeared probable in
theory.

In other words, by moving in on the middle level, can the agency also control
the two other vital levels of prices-those for live hogs and those paid by con-
sumers at retail?
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I.tNWd he NOTICE OP INTENT TO PURCHASE
iJBSII'M IIOAL HQ CONDIA MMU31l.74100132

MWO FMMSOWL alPie~a cm1 _ DSAt.111. Liat M6I Al.
.813 MIN rIr 21 Feb 67 COLl 1 |
IOMBIA, SUMH CAROLINA 29201 wcsl es9nncri.isNel..in nmYEO SR)NNEL 01(2? CEmT fwan ell~e5 Li stu NAm es Nily . .4F

PW-t- HENRY S BROOKS

A _________ ,. . _ 2|810-66-2610
Gbn41..-,

Ih errudeae with ASted Senicrs Pcree Rltlna 3-10!, q-;oelns me he--by *w-1ciW tFh. flesa deswle
end In er-,An.-c wh., r..-cui-ns skew, hm,.

Thln meqmt a-.-il t -well, the GO(vA-* t1 pierces a letec e s hMnnurenb 9 per "t es
I.e. d In lh. stdeicc c Cit. q-tenilw

Qosr~cl-en e her metWe In ti o71. ret it 1r thee 12 ROON ES Tia,
c she ,e iic ctnne dote l1.id heier, 8 :*ri4 1_67

THIS NOTICE EXPRESSES (.JR !TEIMTIOK TO I-IPiCh-'E F3SAii FRESH PORK CUT REQUIREMENTS
OF THE BWi9'' LISTED INSTALIATIONS. THE FRO'UBESMMIZT WIL BE IN ACCORDANCE WITH T}E
FERNS3 ANi CODIT}ICNS SET POBTE HEPEIN AND AS HAY BE AMERDED BY FUTURE ADDEiNDA AE
AIENDNIENTS, OFFEROES A5P7 CAUTICP'ED TO RETAI? THIS IIIP AN'D ANY ADDEII.'D OR AMENDITS
WIICH MAY BE ISSUED THEREPbO, D''AG'INJ TEtPS RJf) COVDITIONS FCR FUTURE FMERENCE.

ALL BUSINESS FKWMS MAY OF FER REGARDIE.ES OF TIEP0 lARGE CR S6L1if, BUSINESS CIASSIFIC.-
TION.

CONDITIONS, The attache] DPf'C Conditirns 6 are a part of this Notice of Intent to
Purchase.

QUOTXYIOIIS ARE TO iE S-JaBITTED FOB DE-3ITfPT:-lT.

AWARDS WILL BE WADE ON AN AiL CR. NCieE WE;1S.

EfQUI FXV:4S .7FE PRL7'PALdOT. IPEST Special Irovisions 25 a 1 Mar 67 and b 16 May
applies.

OFTEPS. I.asmitted offers will be pbas or minn-a t:1e average base price as explained
hererc. Slbo-it cffers tr, 551 Coluvrabi, DFC-, pricr to hour and date of closing, d
Offers say be trensmitted by le

t
ter, phare, teletype or telegraph. Offerrs subitted

by te'lephone, telegrami cr teletype nru)st be urnfirmed by letter or return of attached
proposai1, signez by a person ai hr-ifed I sign a blodiog cua

t
ract, prior to issuance

of contract.

Vend rs shall prr.::'e their 
t

ermr of tan.o i as a part of their offer it response
to this scl'citation. es - rE owi: be reflect'd In the award documAnt. Terms
for pavyrert less then 7 day .1were de s very and a ceptance are at point of origin
0
,r 20 days where delivea-y and acceptan- ae et r+.stlrction will not be considered

for award purpcsew. In the abssece of teo s of paynent within TWX or written offera,
Fhe Government rhall consider the offer as net for 2 ward and invoice processing tims.

CAUTINIi - SATE PR(±POSA1: Pr-pcsals an: madifications received at SR11 Columbia, DPSC
after tne t:eseL for rc -ipt wi'l nct be c-nsodcred url2ees:

a. They are received bef,:re award is onade; AND

b. They are sent by registered mnail, or by ce-tified mail for which an official
dated Puss Office stamp on the origInal rectclt for certified mail has been obtained,
or by teleg-aph; and it is determined by the Gcvernment that late receipt was due
solely tt delay in the mailr, rc delay by the telegraph coipcny, for which the
offerer was not reeponstbit; UR

c. If subtmitted by mail or telegram, it is determined' by the Government that t
late re-eipt was due solely to mishandling by the Government after receipt at a
Governaent installation; PRIIDED, that tirely receipt st such installation is
established uron examination ot an appropriate date or tine .tamp, or of any other
docursent,,ry evidence of receipt at the Post Office or SRH Coluibia, DPSC.

PAYMENT. Quantities invoiced will be rounded off to the next lower pound. Invoices
will be submitted monthly covering accounting periods as established by the OIC,
Commissary St-re, Jscksonville to the Officer In Charge, Commissary Store, Naval Air
Station, Box t2, Jacksonville, Florida, 32212, for verification and processing with
payment being mane by the Naqy Regioral Finance Center, Norfolk, Virginia.

DP IC PORN153 ...n ....ess w.ee c
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CONTINUATION SHEET NOITS O? MaTENT TO PIJRCF-AE l
I r4. S.A31-7-17N-OO1 2 3

EVALUATION OF OFFERS1 In addition to other factors, offers will be evaluated on the
L;Jis of advantages or disadvantages to the Government that might result from making
m.c-re than one award (multiple awards). For the purpose of making this evaluation, it
will be assured that the suit of $50.00 would be the admrnistrative cost to the Govern-
ment for issuing and adrinistering each contract awarded under thIs solicitation and
Ir liviJual awards will be for the iteos and combination of items which would result in
the lowest aggregate price to the Government, including such administrative costs.

Change 2, 15 Jul 66, to DSA DISC Manual 4155.5 applies to this procurement.

DPSC FORM 2131-1 and -2. Suppliers are required to return completed DPSC Forns 2131-1
and -2 with offer.

REQUIRE!INTS FOR: MAS JACKSmONVSILLE, FLORIDA REQUISITION NO: i060935 7o4l 9934

DELIVERY PERIOD: 1 APRIL 1967 THRU 30 JUSE 1067

DELIVERY POINTS: Comnissary Stire Commiesa'y Store
US Naval Air Station Bldg 135 US Navel Station, Bldg 46
Jacksonville, Fla Mayport, Fla

Coenissary Store Comrissary Store
US Naval Air Station Bldg 30 US Nave.: Air Station Bldg 1
Cecil Field, Florida Glynco, Georgia

DELIVERY SCHEDULE: Normally two (2) stop-off deliveries per week on Tuesday and
Thursday to the four (4) delivery points will be required between the hours of 8:ta am
and 4:0o pm, in the following sequence if delivered on a single carrier: Jacksonville,
Cecil Field, Payport and Glynco. Orders will be placed with the supplier at least
Seveur (7) days in advance of the specifiel delivery date.

Estimated
Iter, Nbr SuV ies Qty (lbe)

PORK FRESH. FS F-P-571a, 27 Jul 6, Delivation List,
1 ffeb ,-with Errata Sheet, 19 Sep 66, DPNC Articles
312, 3 Oct 66 and General Articles 76.

1. HAM, SKINND, SHORT SHANK. Chilled, Selection 1, Type I, 14,.). lbt
Style B, Code B-1, 6/12 lb range. Wr ed. Domestic /
ireediate use. 3a&Ck1CEI :NidE3b NMAS EFA. D Raw 10/ft

2. SHOULDER PICNIC, RTEULAR, SHu-RT SHANK. Chilled, Selection 1, 10,000 lbs
Type I, Style B, Corde D- /8 lb I aniee W epped, i
Donestic immediate uselt 2E od101 FFW.o rei4f 56MteE OFAi D &

3. LOIN (BSADELESS). Chilled, Saection 1, Iype I, Style F-1. 91,000 Liz
8112 lb Rang Wrapped. Domestlc imrsediate use.
ishm %ce%: FliX Pk:K Ca-r, CAP W-r F*ESw ? otaAL Lows uNDiit. if!

4. BOSTON BUTT. Chilled, Selection 1, Type I, Style B. Code G, 15,000 IL
4 lb range wrapped Dorses'ic immediate use.

SSE- Rbw " E:~~ Pernc CTS G!A? LOT iF5s &iT. BmS 4/B (SUED)
5. SPARE RIBS (BELLY RIB). Chilled, Selection 1, Type I, 2& ;' lbs

Style B, Code F, Weight range 3 lbs and down. Wrapped.
Dorestic immediate use.
&4h ftjM : " }I P&etis CHIo JIr LOT SPAMeZ 3/Ou

e quantities set forth herein are based en the best information available and do not
epresent the actual quantities which may be required.

SUBSTITUTIONS: Unless.otherwise authorized by the Officer In Charge or his representa-
tive, no substitutions shall be permitted

MINIMUM QUANTITY ORDER: The minimum quantity which the Government may require to be
elivered under any order shall not be less than 80% of the amount estimated in the
chedule contained above. If the contractor receives an order for less than the minimum
uantity, he will notify the ordering officer at least five days prior to the scheduled
elivery date if he plans to reject the order. Failure to reJect at least five days
ior to the scheduled delivery date will constitute contractor acceptance of thePuantity ordered at the same contract unit price.

DISC F.. 6-4-R
5 14- 63

R.pIl.s DS5C Fonm 64-R, 13 Doe 2. -e4i Is bseuoie.
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NOTE! I ~~~~~~Psg. ti. 1 h.4 P.,..t
CONTINUATION SHEET OTICE OF IlNTFi WT PURCHASE

S'dA'F PRKS: Ease price frr any deliv-ri~nt: contractor for as a result of this Notice of
Intent. to Purchase will be the avernge of the quotation (icuest price listed for a
split market) for Monday thru W1.dne'day *.y the week preceding delivery, for each
s-ecific item as .'istel herein. If any specific item is not quotated for one or more
days, the base price shall he cueruted .-ing the quoted days. fic items
are unquoted for all three days, the bare price sha l'ne a between
rhe contractor and the Ccntractlng Officer. These quotations are as stat in the

tIATICNAL PRCVISIONER DAILY MAPKET AND NEtS SEEVIC F YELLOW SHEET". Th se
averages will be routrned off to 'he nearest fourt decimal point.

CrrFFIIti:

q. Supplies or services to be ftrnished tinder this contract shall be ordered by the
issuance o' -:: ten delivery orders, or oral delivery orders promptly confirmed in
writing, by the GIC, Commissary Store, Jacksonville, or his designated representative.

h. All delivery orders issued hereunder are subject to the terms and conditions of
this contract. This contract shall control in the event of conflict with any delivery
order.

c. Reference Special Provisions 6, DPSC Special Provisions 25, the Delivery Order(s)
shall specify delivery(ies) no less than five days from tihe date of mailing of the
Lelivery Order.

NOTE: Suiparagraph 1(h), DPSC Special Provisions 25, is deleted and the following
.ubstituted therefor:

"(h) The requirements referred to in this contract are for resale by Commissary Stores
at the Governs, r.t activity identified in the 'Ordering' clause. This contract does not
cn'.er recuiremnents for troop issue. If a brand name is specified, only requirements
for that spec'fic brasd are covered herein. The Government may procure similar products
by 'brand name' from oth.er sources.

rKI~cITiCS, ALLOCATIONS AND A£LOMEtITS: The DO-C9 priority rating contained in DPSC
Clauses If FM packagisg materials ard c titainers is applicable to this requirement.
Prime contractors will provide sub-tier contract ars with this priority rating by placing
"h" follosing certification as prescribed in DMS Pegulation 1 on their order(s):
"DO-C9 certified f:r naticnal defense ute under DMS Regulation No 1."

"t.'JZRACT PTOVISItt';NS The f-llowing prcvioi ns will become part of any contract awarded
as a esult oi t'ir NIP:

1. DPS^ C'auses 18a 15 Jul 66; b 10 AI4; 66; c I Dec 65; d '1 Oct 66; e&f 3 Oct. 66
P. DPSC Clauses 20 a 1 Feb 67; b 3 Cott 66
3. DPSC Clauses 300 a 1 Dec 65; b & c 15 Nov 66
4. DSSC Clauses 30i, ;.I ' 64
5. DSSC Inforration L, i Jul 64
6. DSSC Articles 331, 3 Oct 66
7. DSSC Articles 332, 3 Oct 66
8. DFSC Special Provisirns 25 a 1 MPu, 67; b 16 May 66
9. D0SC Articles 312, 3 Oct 66
10. D0SC General Articler 76 a 15 Jul tf; b 30 Ncv 66 and c 15 Jul 66

Suppliers are cautionea *N. retain sny ins'lsures furnished herewith except for DPSC
Condition.. 6, a- -.bzequert Notices .f Intent to Purchase for the items set forth
herein will incorporate contract provisions by reference only. Contract provision
sheets will be furnished in thc.se ins' an es where a charge oi revision has been
incorporated or new provisions i:-sued. COPIES OF CONTRACT PROVISIONS REFERENCED FEREIN
MAY BE OBPAFNED FROM THIS OFFICE UPON PEQUEST.

APPFOVE - 4 2
aEncl R. E. STEIDLE

DFSC Conditions i a.b,c & d 1 De,, 65 Lt, sr, USN
D?PC Frrts 21>'-s & -2 (Dupe) 'ibrchasing Division
DPSC Specta' t.'..csr'n .5 a 1 Ma;r 67; i i' May 66

DSSC Farm 6-4-R
S Ho. 63

R.pIs... DSSC For. 6-4R, 13 D"c 62, whicih I. .oible,
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PROVISIONER "leV '3W' Cl-.0 UN. 0S_ ,5 D5t 76 Sh0IY i1 i K1 e Lld Ca 50$ 0 i|\ 18
P~~~~~~~~~~~~~~~~~fi R04 O V*510 Ini. S', Ii O iL 5sWEtHRHS~tE

By i.1 g cL..s mo S130.0C yG .r 13 -" *3s.r,. ma Itk 1 e S16.CC 6En- ye:- .y -a oues 17- eaSY. Teiezraohlt -1rtiaai

V - £TP- .XCLI-TV S; . .5060 .- SX S - ) 55 - - T ZO/: CI'0TC LOP EART BY aNT 0 ).

U.S.D.A. LIVE HCO MARKET QUOTATIONS ''Not .n-agh in the y-rds to a.k * -r k.t.

Code SIOL'X CITY i. 1'. IUOA ST. PA L I ST. L'a.IS lk:T.ILLINOIS Ind'yl.

iL 180-200j ** 39.25-40.071 I 0*

a 200-220 45.00n_40.25 39.75-0.00o, 30.235-39.25 39.50-40,0')0.25-40._0 39.53-40.00 40.50-41.00

Ii220-4 _'S 2! .23 fla-If..sAAX
_ 180-200 .s . an

200-220 3s,7s-40 00 390 039.75 38,00-3900390-2 39.00-39.50 40.25-40.50
2 97-00053900-5.9 9.0 9.0,9.-.4.

es 8 220-240 39.7 -40 00 39 00-39.75 38.00-39.00 39.OC-3.75 40.00-40501339.00039950 40.25-40.5

. 240-270 qq .... Dos4 *5- sa4as 39.00-40.2st I - en
v T 240-270 39.50-ot.S. 38.50-39.50 36.75-38.50 8 39250

V 1'I0-2001 33 5O-4023 - 5 -40.7
* TT 200-220 39.75-40.25 39.25-39.7s 39.00-39.OP 39,00-39,7s 40.25-40.50'39.00-39.75|40.25-49.7

- X 220-240 -1a40s40 2 3 .25-40.750

Y 240-2701 38.75-39.75 3 8,.L 0 3 9. ..3 97 5
,3 .5 0 =295 0= .9O-4O.00 c_ an

" XX 330-400
. nY 400-S 5o

33.75-34.25
33.00-33.75

LIVE PE(
HOGS C

11 Markets I
Today 50,000
Last Week iHoliday H
Year Ago 46,500

DAILY ESTII
FEDEntALIY INSPECTED

33.25-3350 71.5O-33.iiO;33.Oh-33 50 32.75-34.00 31.00-33.00 31.50-33.0
33. 00-330 so. .2232.25,32 0033Ano,3.00_32.75 31 00-32.50 31.00-33.2

EIPTS (Head) BELLIES--Car 8/10 fresh bellies sold 56¢, coople
-ATTLE 1OGS car 10/12 fresh sold 62¢, some 12/14 fresh at 62a62-
ii Markets Inlerlor losva 1/2¢ and later some at 631149. Cigo. basis. The
37,800 73,000 14/1

6
fresh sold 60-1/S o61l1,/2. couple cars 16

.nliday Holiday fresh at 59¢, and some cars 18/20 fresh at 58¢,
0,300 78,000 Chgo. basis.

liATED TOTAL
LIVESTOCK SLAUiHTER

_ _ arsday T-sruday Hcz-Thur, Hon-Th5r0
- - .4 -ast .ll

csttie -:_ ~ 3 1.XO02.00 909.000
He C0 51730!roo 1.9200 eF 0

-0 .. 0 121.000 ;5,000
'i'ur:GoV MO11-Thorn

- 0~~~n 070Dec.E'73 :1_-./6'73
1atSI2StL0 469.000

Sbe 11S iXO 1 ,23,00
Sh... '2.-XIQ 1 3330

HAMS.--Car 14/17 fresh skinned hams sold 83C
and couple cars sold 84f, Chgo. basis. Car 17/26
FROZEN sold 78C Chgo. basis. The 17/20 fresh
sates early 0r~m 75ii80¢, and later rnore ~cars at
9laal-l/2¢, Cigs, basis. The 20/26 fresh sold 76¢
up to 78¢ early, and more cars sold later at 77¢
Chgr. basis. Mtxed car 17/20 and 20/26 fresh sold
79C and 6¢, 26/30 fresh bid at 69-1/2S, 26/up
fresh early at 66¢, 67-1/2S9 fi66, and then at 68-
1/2¢, Chgo. basis. Car 14/17 FROZ. skinned hams
sold 81¢, Chgo. zasis.

PICNICS.--Mixed car 4/6 and 6/8 fresh picnics
sold 39-1/2¢, Chgo. basis. Straight cllS 6/, fresh
sold 40¢ Ch'o basis The 8/up fresh off(.red out
early at 38¢, Chgo. basis.

1/18

D.S. MEATS.--Some cured tat backs reported to
have sold as quoted.

FRESH PORK CUTS. --(carlot); The 14/down
and 14/17 fresh pk. loins sold within quoted list,
car 7/20 fresh sold 62¢, some 20/up fresh sold
586a95 JOBLOT 8/up fresh sold 54'055q, car I-
1/2/3 iro.. C.T. boneless butts at 8l-1/2S, Chgo.
basis; fairly good movement of 3/down froz. sp-
areribs sold at 69-1/2)i71-1/2c, Chgo. basis.

SAUSAGE MATERIALS 6 PK. VARIETY MEATS.--
Some fresh and froz. 50's sold within quoted list.
Few cars fresh boneless picnics, cushion-in, sold
55¢, car Sroz. pl:. hearts sold 30-1/2¢, some JOBLOT
fresh blaae meat at 67¢, and car froz. scalded pk.
seomachs at 14S, Chgo. basis. JOBLOT 80's sold
58¢, Chgo. basis.

LARD AND EDIBLE TALLOW--hn early market,
p.s. loose lard offered at 38¢ Chgo. basis with un-
confirmed reports circulatirng that loose sold 37-1/2¢
late Wed. a little later, couple of jumbo tanks p.s.
loose sold 36¢ c.a.f. Southeast pt. and loose was
available at 37-1/25 Chgo. basis. Some trade of
edible tallow early at 32 Cbgo. basis. Limited
trading of loose lard reported later at 375 Chgo.
ixasis. Rend. pork fat reported available 36¢ Chgo.
h.Sis.
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COWS, BULLS, CA'.VES AND LAMBS: C&C under
pressure. Siting on bakts of 4i^ Zhga. cn Norttern
with a tead reported selling tsis of 420 Chgo. Of-
erirgs available with bids lower. Scuthern C&C sold
39-1/2¢ 40¢ Chgo. loterest for bonting cows with few
loads selling nt- ady. Interest also for breakers at
steady prices a.d Ifferiogs light. Northern bolo
bulls sold into Chgo. at 44 with a -ale at Northern
point at 45¢. Lamb market steady on a nominal
basis. with clearance Wednesday. Northern veal
calves steady however lower grades under pressure.

BUTCHER CATTLE (CARCASS, CAR, LOT) GEN-
ERAL RANGE: Good interest for holstein tooe US
Good steers with selling East at 595 and 568 FOB
river. Chotce heifers sold 58C into Chgo. and 57¢
fob river. Choice steers 6/800 moved on basis of
550 Chgo. and 61¢ caf East. A few loads of 6/'BCO
sold East at 61-1/2¢. Choice steers 8/9S0 moved
East at SO"s6lO East early with offerings available
at the close anid unsold. Few- loads reported sold at
river points at 57¢.

TOP HALF: Good movement and interest for top
good heifers at 56¢ Chgo. with yield graded at 56-
1/20 Chgo. Yield graded steers sold East at 60-
1/2¢ and not yield on basis of 5&0 Chgo. into mid-
East. Choice heifers sold in good amounts into
Chgo. at 61¢ with a late trade reported at 61-1. 2C
Chgo. Choice steers 5/600 sold basis of 020 Chgo.
basis and 64¢ CAF East. Good interest for light
weight cattle. Choice steers 8,900 weights sold
61¢ Chgo. basis and a few loads sold at 620 riser.
Steers weighing 7, 500 available late unsold at the
close.

BUTCHER CATTLE (Primal Cuts); Front meat a
little stronger with other rtis about steady in light
trade. Choice Fore traded early at 5IC fob river
basis and then traded few times at Sf-1 SO lob river
basis with select loads trading Slightly higher.Cloice
Heifer Hinds and Steer Hinds being held at steady
quote. Choice Rounds trascd stad-- and closed avail-
able. Chice Arm Chu. tiaded few times within
new range. Choice Arm Backs reported trading
few times withi ne.w sheet. Choice L~oins offered at
new market. Chcce Ribs in good position. Rough meat
steady. F resh anid Froeen 505 lean Iraned within
i ange.

DOMESTIC BONFLESS BEEF: Movement of domestic
boneless beef slow. Few loads of 90S lean beef fresh
sold at 59¢ Chgo. basis, with higher askitigprices and
bids lower. 75' trimmngso. steady at 4S¢ and move-
ment on this basis both fresh and froz. Other items
available unsold at quoted prires. Northern bull mvat
sold 68 Chgo. with Northern veal trimmings steady.

BEEF VARIETY MEATS: beef he-,ts traded a couple
times steady at tIC Chgo. basis. Unscaldedlipstraded
at 11-1/20 Chgo. basis. A few Lads -f scalded tripe
for deferred shipment sold at 11-4/20 fob river.

FROZEN IMPORTED BONELESS MEATS: Market
dull with offerings plentiful but very little buying
interest. Cow meat reported trading at 59-1/40 ex-dock
for late Dec. and unconfirmed report of trading at
590 ex-dock for late Dec. offered at 59-1/2¢ ex-dock
for early Jan and unsold. Shank meat reportedtrading
at 950 ex-dock for Dec. arr. and offered at 65$ ex-
dock for early Jan. arr. Crops offered at 58-1/2¢
ex-dock for Dec. but reported trading at 56¢ ex-dock
for Jar. Bull meat offered at 650 ew-dock for early
Jan. arr.

TANKAGE--Reported early that a couple of car dcr.
tkge sold $2.70 f.o.b. River pts. and Indiana pt. Th
Dec. soybean meal at the Bd. of Trade cloneid at
6156.00 vs. Wed. close of $153.C0. Reported later

that some d.r. tkge was trading within quoted levels.
Truckload d.r. sold low as $2 40 some trucks at
$2.55. No change reported in dried blood. Reported
that the 50% meat and bone rmeal selling and avail-
able within cooled range.

HIDES AND SKfNS--Major packer Market described
by trade members as soft and father confusing. Tone
for the soot part, is weak, particularly, on hvy hides.
Somtei Northern hey. nat. coos reported sold at
14-l12C. Branded cows easier as quoted with some
hvy. avg. reported sold at 9¢ NcrtLern pt.

TRADES BY TANNERS' COUNCIL--Yesty, 3 600
Colo, sirs., fneshed, River 9C, big packer. Also,
1,500 hvy. rat. sirs., Midwest 14C selected and 2,200
It. nat. hfrs., Northern 18-1/4¢' selacted; both fleshed
and processor. Also, 4,000 hevy. nat. cows River
14-I120; 4,000 branded cows, Riater SO, both fleshed
io description of seller.

INEDIBLE FATS--This market still demoralized
with practicails no buying interest showing. Some
trading of bleachable noted at 12-3/1C c.ah Gulf.
Prime tallow sold yes. y at 12C and available today
at tl.3/4c. Other grades slow and available as
quoted. No. 2 tallow closed at 9-1/20onlimited trade.

LIVE CATTLE MARKET--in Omal-a, steers and he-
ifers active under an aggressive dmanid by most
buying interest. Steers 51.0001.50 higher; heifers
550cL1.(l0 higher. Cows 50¢ lower than late Tuesday.

Bulls weak to $1.00 lower. Steer top, 538.75; heifer
top $38.00. Unofficial estimated receipts tomorrow,
6,500 head.

In Joliet, insufficient receipts to establish a market
trend. Unofficial estimated receipts tomorrow, 1,200
head.

N.Y. MERCANTILE EXCHANGE--IMPORTED BNLS.
BEEF FUTURES--CLOSE--Jan. 61.00, 11 sales; Mar.
60.40, one sale; May fu.20b, 7 sales. Open itt. Dec.
4th: Jan., 179; Mar., 92; May, 44.

Thurs. Dec. 5, 1974--Series AZ No. 235
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ALL PRICES REPRESENT CHICAGO BASIS MARKET
AT END OF TRADING DAYON STANDARD PRODUCT
CARLOT BASIS, LOOSE, UNLESSOTHERWISESTATED

KEY: 6 -- d; --. 1 . -. 1 a-..- I '-- ........ ........ . I- !." . -- ,:,,, ,II'r ( r i =:
p -..prinst ie,,serm .^.1 i.1-j.r I..t.,,ii... .crl,- 1c1.i ..tfS.... Icf f-hl . - d ..' .1 ..

GS.-~O REtrE2 ......... ;~l~eirum1 se;........ 1-sa~d, ru.... c e~-I ^F,1*s. ......... -oLA.Er.U .mmouse...... .,

SKINNED HAMS
F.F.A. or FRESH FROZEN
u nq . .... .... 14/dn. .841ii 0d8M
84 .I 14/17 .... 81x
81'1815z ...... 17/20 ... 78
77 ..... 20/26 ... 74
690.1 b ..... 26/30 .... nq
68 . . . 26/up, 2s in .... 65

PICNICS
F.F.A. or FRESH
4/6 ................... q
6/8 .. ..... 40
8/12 ..... ... nq

fresh 8/up, 2s in ......... 38ax

BELLIES
(Squ-re Cut Seedless)

F.F.A. or FRESII
.8/10 ..... ..... .... . . 56
10/12. . 62
12/1 4. ..... ... . . 63064
14/16 ...... . 6d/2 061 I
16/16 ...... . 59
18/20. . ...... 8
20/2Z ..... .. ....... 5

2'
u

D.S. &RANDED BELLIES Cured
...... . ...... .20/25 ....... unq
....... ... , z25.30 .. n...... nq

GR. AMN. BEL D.S. BELLIES
FROZEN or FRESH CLEAR
45b ... .20/25 ...... 46049
43', b. 25... /30 ...... 46
42',i b . 30/35. 44
39b . 35/40 . 42
unq ... 40/50 ........ nq

FAT BACKS
CURED

.8/10 ........ 3W, b
10/12 ...... 39.,
12/14 ........ 40di
14/16 ..... 42',
16/18 ................ 46
1/20 .46
20/25 ..... ...... 46

HOG MARKET

PEORIA-Dec. 5
Receipts .................... 4 300
Top P.eice . . S4.25
PEORIA-Dec. 4
Avg. price barrows & gilts . $39.76
Avg. wght. barrows & gilts . 235#
Avg. price all iogs ... $... 37.70
Avg. wght. all hogs ... . . 274
Avg. price sows .... $2.... 532.95
Avg. wght. sows . 09%) . . . 440#
JOLIET-Dec. 5

Receipts .1.. ........ 1I200
Top Price ............ 4i.25

iRESH PORK CUTS
CHICAGO (Packed)
JOB LOT CAR LOT
Fresh Fresh
70071 Reg. Loins 14/dn ....... 70C70'.i
62 .e70... Reg. Loirs 14/17 ....... .69'i 370
62 Reg. Loins 17/20 .62
5ss59 Reg. Loins 20/us . 5......6.259
54 Bst. Bits, 4/8 (Bxd) (Dom) . 54
54055 a Rt. Bsts, S/up (Dom) Don) ... 51
anq EXPORT FROZ. 4/8 Bost. Butts

(30-days)Dcv'd Dock) . unq
49 . .Shnd. Skhoulders 16/dn ........ 486

Froten
1.15(;1.20 . .. Canadian Backs 5/ .. unq
1.51".20 . . Tedcrlolns 10's .. . q
89 .. B.... Bala. Butts,C.T. I C//3... . 81
89 ..... o. .Bole. Butts, C.T. 3/4',. 81
89 ... o... Brls. Butts, C.T. 4 B/6.T.. 81

7d0 . . Spareribs 3/do ......... 69'. '171,i
60 . . Spareribs 3/5 . ........ 60ax
43 . . Spareribs 5/up . .......... unq
1.4511.55 .. Bk. LoinsiLbs 13.Vdn .. unq

25 . eck Bones ......... .. 24
21' . Tails . . 20'.,
23' . Feet Front, Toes On. 22,
unq Feet Front Toes Off 19
unq . . pg Ski, )belatt.). l.6b

*-P.S. and/or C.P ......... 37

-Rendered Pork Fat ..... 36ax

EDIBLE TALLOW
*'Chgo. and/or basis .. . 32
*F.O.B. River. .......... 31" n
'F.O.B. Denver. .......... 31n

CRUDE VEGETASIB O4LS
Corn Oil, Mill ....... 44n
Soybean I . Decatur ..... 36.20n
Peanut Oil, S.E ... .... 47', n
Coconut Oil, Pac.Coast. . . 31½ n
Cottonsee3 Oil, Valley .... 39n
Cottonseed Oil, Texas .... 39n

CHGO. CR. SOYBEAN OlL-COSE

DCC. 37.50
1

170 July 34.80
Jan. 36.070190A0g. 33.95b'q34.ooax
Mar. 35.75185 Sept.33.60050
9y 35.25.30

BELLY FUTURES MARKET-CLOSE
Close Sales Open Int.

Feb. 66.65175 2816 3013
Soc. 68.40025 472 1984
.say 69.30940 116 909
July 69.70 5s 476
Aug. 68.65 19 140
Feb. 6..00 0 3

CHICAGO SAUSAGE MATERIALS
JOB LOT (PACKED) CAR LOT

Fresh Fresh Frozen
42'2 . . 50% Lean Trg.-(42%) .41342 .42 '42',
56 . Spl. e0% Lean 0(72%) SSs. 55'2
59060 . Bis. Pies. C-I-(72%) .55 ...... 57
87 Blade Meat .ur.q . . .67's 069
unq Skinned Jowls .35 ..... 3472
*Cherica I

JOB LOT PORK.VARIETY MEATS CAR LOT

Fresh or Froz. (Packed) Frozen

anq Chitterlings, 10's ........ 3 32 '
usq Brains (5's) ................. unq
57 . . .Cheek Meat, Trlimmed .asa
34 Ears ..... , nq
unq Hearts .... 30's

12 . . . . Kidneys Large Boues(Domestic) . 11
14 . . . . Lips.u nq

.G'2 Livers, Large Boxesr(Domestic) 152, 116

.d2 .Melts ............... .. 9
47',. Pork Head Meat. 46'

27' . Snouts, Lean in .............. 26',
22'2 . . . Tongues, BnIs.ScId.& Scrpd. 21,
15. Stomachs, Scalded S0's ......... 14

THE NATIONAL PROVISIONER DAILY MARKET SERVICE
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ALL PRICES REPRESENT CHICAGO BASIS MARKET
AT END OF TRADING DAYON STANDARD PRODUCT
CARLOT bASIS, LOOSE, UNLESSOTHERWISESTATED

U. S. GRADE CARCASSES
F.O.B. MIDWEST RIVER POINTS

c Gen. Pange Tup Half
o uw Com. Co-'6 8000 ... unq
onnq Std. Strs. 5i700 .... unq

*nq . . .Gd. HMrs. 4/500 ...,. 5
ro .q . .Gd. Hirs. 5/700 . .. 55

o 56 . . Gd. Strs. 5/603 . .. 57
56 . Gd. Str,. 6,700.... 57

o 56 . . Gi. Strs. 7/800 .... 57

tr; unq6. . . Ch. HMrs. 4/500 .... 59
57. Ch. Htrs. 5/600 ..,. 60
57 . . Cn. HMrs. 6,8700.... 60
unq .0.. Ch. Strs. 5.8600.... 61
58 . . . Ch. Strs. 6 700 . .. 1
58 . . .Ch. Strs. 7 800.... 61

r 57058 Ch. Strs. 8 900 . . . .80

o unq . . Pr. Iitr-. 6.800. ,,, unq
006 . . . Pr. Str,. 7 900..., iq

ef ters Steers
Fores, 5 100. . 5 ..... Slz
F Fores, 7, 8CO0 .SO .. ... 51t0

is Hinds, 5i700 . 70 ,,.. 70
H inds, 7,800 . sno...... 70

CHOICE LAiMS3(RtVER POINTS)
Lambs, 35 45 ....... , 85086
Lambs, 45 5 .85t86
Lambs, 50SSe ......... ,85J86
Lambs, 55 ES.......985(,6

UVE MARgET (OMASA)
Cassers ,,,... 13.05611..50
Cutterst..... 4.5o016.oo
Bologna Bulls, . . . 21.00022.00
Cattle (Today) ....... 1,200
Cattle (I ast Week) . . . .Holiday

CARCAiS COWS AND BULLS tCHGO)
Covs South North
C.C .... 359 uil.3'., fi40 .... 41
Bog. Utl. 400 up.39 . . . .40
Bri. 1tl. SCO up,36 . . . .37

North Bolo Bulls, 50 Il ..... 44
BONELESS PROCESSING BEEF

Fresh C.&C. (Packed) Carlot Froz.
68 .. Care. Bullmeat ...... u 1q
006 . Care. Cow meat ........ q
49 . Trmg. 75/In Chi.......49
57 . Trmg. 85/In Chin..... 57
59080. Bls. Beef, 90/In. Ch.. . 860

9 . Bls. Chucks . 0,,, unq
.... Shank Mt. Froz....... 66

..... .Shidr. Clods . . .. . 66
80 Si. Insides,

1 2
upl.c.l. 06,, nq

BoYt81. Outsides,8 up l.c.1. q
80(4It.K nucklss,

7
/up I.c.l] 06q

AUSI.-N.Z. FROZ IMPORTED MEATS
F.0,B. Port O Entry(30 days)

Cow Meat, 900' Vis. 1,.n. ...5sq as
Bull Mleai a90t Vis. Ln .. . 66
Shank Meat .8..... 651t65
Bris. Mull. 85". Lo. Chem. . . unq

ENLS. VEAL AND MuLITTON
Fre.h Frozen
66i70 VealTrgs. 90%ln.Chm.. anq
unq Bni. M 9n,9015n.Chmn..ouq

TRIMMED COW AND EUi.L TENDERS
Fresh C. & C. Grade Frozen
Job let IPacked) Car lot
1050110. .. 3, do. Coo . 0.,q

115.4120. ..3,4 Cov. nq
145150. .. .4/5 Co,,, unq
155.160 .. S/up Cowe . unq
165 . 5/up Bull. .uq

PRIMAI. CUtS BEE[- crini
U.S. Choice Top Half

Hcilers Steer,
Bounds, 70/90. .73'i ...... 73h',
Sq. Chu., 70/52%! 0531, 52", B53,i
Arm Clo . . .. 49050 . . 49050
Arm Backs 60'/. $51,-. .6d/z 061V
L.. than Ca.lo Prime Choice
Trd. Loins 40/59 unq ..... 87
Trd. Loins 50/60 unq ..... 87
Tid. Loins 60.70 ..au..... 87
R1bs 25'10 .. . q ... ....... SP
RNis 31 35 . ., , . -q . .... 88
Fll P3tes .............. 33
No. i Briskets, 12 up ... 42,z
No. I Navels .,,,,,,,, 27 a
No. I Houah Flasks ..... 29i30
Fresh 50% Trmgs.(cl)... 33J35
Froz. 50% Tr7,gs.(cl. 33.. e34

CEEF VARIETY MEATS
Booed Car lot Frozen
Sel. ottals Is-. boxes. .. 37
N,. I T-gz-es, 8 t6 bo . . 37
NJ. I T'srgovs, Lg. Uses .... 34n
No. 2 To,,gues . ... ,,... 27!
Tr'nd. Cheek Meat ........ 44
Salivary Glands ......... 11
Head Meat . . 41
Hearts, S''-e Revoved ...... 18
Heart b:eit . ............. 21
Kidolevs small boxes' ... 13
Lips, scalded . ........ 5..q
I ,es, vnsvaldd....... ,11 i
Livers, ael 2 to box .... .... 3 -
Livers, Reg. 2 to boo ..... 24
Lungs (ined. Stod. Trim) .......
Melts,.,,,,,,,, .. ,,,,..,.. 9%
Tripe, scalded .. . 13

DRESSED CALVES
Cull, hide off, 40, 80..... 50t52
Utihits, hide off, 60, 100 ... 57059
Std., hide oft, 80/120 .... 75C80
Good, hide ot 80, 0120 .... 88093
Choice, lide o1,900 140 .... 93098
0. R. TANKAGE-DRIED BLOOD

F.O.B. Mo. Dled. nearby
River midwest pts.

Low test. 2.6002.70n. 2.60f2 .70n
Med. test 2.6002.700. 2.6002370,,
High test. 2.s502.60n 2.5002.60.
Dried Blood. .. 9.50n. 10.00n
50 G Meat & bonemeai

..o.b. midwest 145.000150.00

*Nat.Strs., Ex-It .......... .20.
*Nat.Strs., Lt ............ 20n

'Na;.Strr., Hvy ......... . 16
Butt Brd. Strs ............ 12
Colo. Strs ........... . 9
'Hvy. Nat. Cows ..... . 14')i 0150
Lt. Nat. Cows, N ..... .... unq
'Lt. Nat. C0.s .1...... ... 9% n
'Branded Cows ..... . ... 9%in
Nat. Bulls ............ 7.7'7 n
CALF. (N.Y. PACKER TRIM)
5/7 lb. . .3.750 . .7/9 ... 5.0On
9/12 Ib_. 7.0n .C.12/17. . 7.50n
17/25 lb . ........ ... B.Oon

MIDWEST SMALL PACKER
ivo (plump di medium) Naitte
0,/62 lbs. allwts.). . . . 11012n

5(./52 Ibs. all wts.) . . I12! 013'/a n
50/60--56 avg .... . 13M2 014n
30/50--45 avrq . .. 515 n

TALLOWS AND GREASRS-INEDIBLE

CHtCAG~O; '
TALI.OWS
Fa.cv 41.5 4 7. 12Mz 0
Fusc; (bleachablOt .... 12'/. nx

Fancy Coleachable)River1l'/- 011X n
Prime (Pkr. or rend.). 11/ *x
Speial 40.5 10 19(IC). ..1Y/ 0s
No. 1 40.5 IS 33. .. ilai
No. 2: 40 35 No Col ... 9Y¼
GREAbES
C1ovc, Wsnte

(lll hogl37 4 11.. .15 ax
B-White 36 10 19

basis 2 MIlU or IIC ... I /M ni
Yellos 36 15 37 . 11 as
House 37.5 20 39. .. L.o/n n

CHGO. MERCANTILE-CLOSE
LIVE CATTLE FUTURES-Chicago

Close Sales Open Int

Dec.
Febk.
Apr.
Ja ne

Aug.
Oct.

39. 50040
42.200 15
42.60050
43.50s55
43.50
43.50

24 12
4326
1735
705
123

37

2935
8746
4577
2565
1093

45

LIVE HOG FUTURES-Chicago
Close Sales Open Into

Dec. 42.75060 816 1394
Feb. 45.900080 1680 4396
Apr. 45.00144.75 384 2090
June 47.90075 417 1802
July 48.45 112 686
Aug. 47.20 8S 256
Oct. 45.00b 0 12
Dec. 45.20b 0 10
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Senator Pnox-n.cr.. Think you. Mr. Norton. You are a remarkable
man. You harve been working since 1923 at this job?

Mr. -NORTON. That is correct.
Senator PROXMrIRE. That is .51 years. You certainly do not look-

you must have been mature enough to hold a job when you got it.
You do not look your age. You must run to work or something.

Mr. NORTON. Thank you, Si.
Senator PROX3I1RE. You must do something to stay in shape.
Senator SCHWEIKER. Jog ?
Senator PROX3MIRE. Yes, jog.
WIVell, let me ask you this. In collecting prices for meat for your

reporting service, do you cover the entire country?

H1OW TIHE "YELLOW SIHEET" CALCULATES PRICES

Mr. NORTON. We cover meat on two bases. One, we cover beef on
walit we call a river point basis, which is the area of the country
where your major cattle production comes about. This is Kansas
City-St. Joe, and the area through the Missouri River area. This is
the largest beef produetinn area of the country, and is the f.o.b. basing
point for our beef quotations.

Our pork quotations are based on Chicago basis, which is the com-
mon, accepted term in the industry for basic pork prices. Our market
reporters go as far wiest as Denver, they go as far north as Duluth and
St. Paul, they go as far east as New York. and they go as far south
as Memphis. We blanket the industry in what is broadly termed the
whole Middle West meat production area.

Senator PROXTRniE. Now. I notice that the prices quoted for U.S.
grade beef carcasses is f.o.b. midwest river points.

Mr. NORTON. Correct.
Senator PROXMINRE. What does this mean? Is this a multiple basing

point system?
Mr. NORTON. It is a multiple basing point system, which I men-

tioned- includes the whole broad area north and south through a com-
mon freight rate area, which is acceptable for basing purposes on an
f.o.b. basis, because you have the largest number of beef slaughtering
plants, and the largest production of beef, in that area of the country.

Senator PROXMIRE. Now, is it correct that the buyer pays the freight
from these points, and the prices vary at the Midwest river points.
What your sheet presents is an average of these prices?

AIr. NORTON. It is not an average. We do not calculate prices. We
quote on a reported basis. Averaging is only a calculation. We report
the actual transaction prices that take place.

Senator PRox:NiRE. What do you do, then. report a range?
Mr. NORTON. If there is a range, yes.
Senator PROXV3IRE. This means the buyer has two variables in buy-

ing; prices at that particular point, and transportation from these
points. Is that right?

Mr. NORTON. Correct. Prices at the various points are usually
constant.

Senator SCiTw-EifFR. Mr. Chairman. I wonder if the Chair would
yield for 1 minute. We do not have a copy of the yellow sheet up
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here. I think it would be very helpful to us, who are going to question,
to have a copy of the yellow sheet, since that is very much an issue
here.

Excuse me, go ahead.
Senator PROxMNIRE. Some of the price quotations have the word AX

afterwards. Well, I will wait.
Mr. Norton, some of the price quotations have the word AX after-

wards. Does that mean asked?
Mr. NORTON. That means asked.

H1OW ASKING PRICES ARE TREATED

Senator PROXMIRE. How do you verify an asking price as legitimate
and verifiable, since no sale is consummated?

Mr. N\ORTON. An asking price is an asking price. It is not necessarily
the price at which a product will trade when an actual transaction
occurs.

Senator PROXMIRE. You just assume that the people who use your
report are sophisticated enough, and informed enough, to realize that
that is not the same as a consummated price?

Mr. _NORTON-. That has been our experience, yes.
Senator PROXMIRE. All right.
The letter n after some prices means nominal?

NOMINAL PRICES

Mr. NORTON. That means nominal. That is an approximate value in
the absence of trading.

Senator PROXMrIRE. Why report a nominal price when no sale occurs?
Mr. NORTON. This is usually only done for a day or two. when there

is a temporary inactivity, to provide some continuity between the
last trading and the next trading.

Senator PROX.NIRnE. Your prices really represent spot market sales?
M 1r. N ORTON. Cash market sales, Yes.
Senator PROXMITRE. And spot sales or cash sales represent only about

2 percent of all meat sold?
Mr. NORTON. I do not know the answer to that. Senator.
Senator PROxNtIRE. Well, a small percentage, at any rate. You see,

the problem I have is. whether or not this 2 percent controls the
price of the remaining 98 percent, which moves under contract.

ACTIVITY IN TIHE OPEN- MEAT CMARKET

Mr. NORTON. I do not know that 2 percent is correct. That is mY
point, sir. I do not think anyone knows how much product actually
flows into what we call the open market, and the open market, of
course, is what we quote. This is the market where all sellers offer
a product to anyone who is interested in buving. They offer their
products in competition with other sellers to anyone who is willing
to bid on that product. where. after negotiation, either the asking
price Or the best price is accepted by the seller.

Senator PNox-mImE. Could I ask you. Mr. Albanos, for your observa-
tion on this; the extent to which this price, this cash price, would
represent a representative proportion of the market.
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Mr. ALBAN-OS. Well. you madei an estimate of 2 percent. and as
Mr. Norton says, I do not think there is any reported number. But it
can be said, it is my opinion, that it is a small portion of the amount
of meat that travels. Alaybe it is 2 percent, maybe it is 5 percent, maybe
it is 10 percent.

SMALL PORTION OF "YELLOW SHEET") PRICES DRIVES BMEAT

MARKET PRICES

Senator PROXMIRE. Does it not seem that under this system, the
yellow sheet used as widely as it is. that this does seem to drive the
market; this does seem to determine the price throughout the market?

Mr. ALBAN-OS. Yes. it does. The innovations in our format were put
there for that purpose; to show the people how little volume was being
traded on those prices, and up until our publication, they had no idea
if a price report was based on a tremendous amount of volume, or no
volume, or a small amount of volume. That is why we have volume;
to show what volume went in to compute those prices.

Mr. NORTON. I would like to make the observation, if I may, that
meat will move into consuumptive channels either through a normal
distributive trade, or in the open market; and it is for each producer
to elect how he wishes to move his production. There is no law, there
is no rule, which requires him to do one or the other; and depending on
circumstances, he can move from one market to the other, and if the
prices on the open market are better than he can get on a contractual
basis, there is nothing to keep him from moving his entire production
into the open market, just as if he can contract for better prices than
the open market then affords, he can go for more distributive trade. So
the percentages are really unimportant, in my mind, because this is
the one area where meat is open for open auction, where sellers com-
pete against sellers; and that is where the true value is actually found.

Senator PoxMnIRE. Well, how do you meet the assertion in the article
by Mr. Kwitney in the Wall Street Journal, who says that increasingly,
suggestions are made that prices on that vellow sheet are manipulated,
mostly by major packing companies for whom a price swing of a penny
or two a pound on carcass meat can mean millions of dollars in profits?
AMeat brokers, wholesalers, processors, even some packers, poured out
accusations of price rigging in recent interviews with this reporter.
What is your response to that general complaint?

4"YELLOW SHEET:: REACTS TO WALL STREET JOURNAL ARTICLE

Mr. NORTON. My response to all of the, quote. "alleged schemes" that
were outlined in the Wall Street Journal is that, to my knowledge,
none of them have ever -worked; because, first of all, the reporter was
unexperienced, and he was uninformed. They are talking, for example,
about the first alleged scheme, which is a ploy that some buyers think
is used to raise market prices artificially. Now, to work, this requires
two things; the absence of everybody else from the market, and insens-
itive reporters, and I do not think that the combination is ever present.
For our reporters, for example, purchases by a producer to, quote,
"fill an alleged shortage" are automatically suspect, and they could be
ignored by us, because they would normally be a distress purchase.
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Furthermore, the whole matter neglects the point that there is a
large amount of trading from packer to packer, and there is absolutely
nothing unusual about this, because when a packer oversells his pro-
duction, there is only one place he can go to obtain meat to meet his
guarantees, and th at is to another, major producer. Whether these
sales are made ,) highier or lower levels than packer to user is a matter
of whether X mnean really is being sold or bought.

Now, whL (' meat is bought by a producer to meet his shortage, it is
not at all unusual for him to pay more than users are then paid, for
several reasons. One, no one gives meat to a competitor to help him
out. unless you get some extra money for it. Two, you are not going
to take a chance on shorting your regular outlets without being paid
for the privilege. And the third thing is that the packer who is in
trouble has to pay an exaggerated price to get out of trouble. But this
has normally nothing to do with packer to user sales, because the one
packer purchase on that level is soon negated by all of the other trading
that goes on in the market.

Senator PROXMIRE. All right, sir.
Let me ask Mr. McLain, would you describe the Frank West case,

and whether or not he manipulated the yellow sheet?

FRANK WEST, CEO OF AMERICAN BEEF PACKERS, USED THE

YELLOW SHFEET TO RIG 110G PRICES

Mr. McLAIN. Mr. Drake handled it. We will let him answer it.
Mr. DRAKE. Mr. Chairman, this is an action we brought some time

back, and one of the many alleged violations in the complaint was
one that Mr. West, who, as chief executive officer of American Beef
Packers. and also runs a hog operation, whereby they are one of the
largest hog carcass sellers in the United States. He also was the owner
of the largest hog dealer operation on Omaha Hog Terminal Market.
One of our allegations is that through his dealer operations, he artifi-
cially rigged the Omaha live market in order to sell his dressed hog
carcasses through what is commonly known and utilized by the indus-
try-the Bussy system, which is a formula system of marketing hog
carcasses in the UTnited States by hog packers. basically all packers
who market hogr carcasses in this country. This Bussy denominator
is a system whereby they utilize one base point, live market point-in
this case, the Omaha live market versus a denominator which converts
the live hog price to a dressed price, arriving at a dressed price-and
they utilize this formula for nearly marketing all carcass hogs in the
United States.

As I mentioned, we allege in this complaint that through artificially
rigging the Omaha live hog market, Mr. West utilized this rigging
to sell hs carcassed hogs.

Senator PRioxIriRE. My question is, was this manipulation through
the yellow sheet? IHow did it affect the yellow sheet?

Mr. DRAKE. The yellow sheet was the vehicle. The yellow sheet
quotes live market prices, broken down in Omaha.

Senator PRoxNiiRE. This was your allegation?
Mr. DRAKE. Yes, sir.
Senator PROXMIRE. Was the allegation proved in court or not?
Mr. DRAKE. We negotiated a nolo consent order with Mr. West,
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where he consented, through a nolo consent order, of all the violations
in the complaint.

Senator PROX3MTRE. Now, hobw did vou investigate the yellow sheet?
Mr. DRAKE. How do we investigate?
Senator PRoxmiRE. How did you investigate in this particular case,

or did you?
Mr. DRAKE. In this case, the yellow sheet was only a vehicle, in that

all of the people who sell on the Bussy system, or the formula system of
carcass hogs, look to the yellow sheet as the live market price input in
this formula.

Senator PROXMIIRE. Did you subpena the records of the yellow sheet?
Mr. DRAKE. No. We had copies of the yellow sheet, and we checked

these out, plus we checked all of Mr. West's csutomers, and vertified he
was selling on this formula, and that he insisted on utilizing the Omaha
market.

USDA AND THE YELLOW SHEET

Senator PROXmIRE. In view of this experience, this record, has the
Department of Agriculture ever felt it necessary or desirable, useful, to
conduct an investigation of this very important method of reporting
prices, which allegedly, according to a number of allegations, has
been used to manipulate prices? Have you ever felt that was your
responsibility? Have you ever acted on it?

Mr. DRAKE. Well, yes. As I mentioned earlier, we have no juris-
diction over the yellow sheet. We have jurisdiction over those people,
meat packers, that is, who utilize and are a part of the input, the infor-
mation into the yellow sheet; and yes, we have investigated it, and
continue to do it.

Senator PRox-rmni Do you have any other findings than what you
have told us about this Frank West case?

OTHER USDA CASES

Mr. DRAKE. Well, the Frank TWest case was different from some of
the other problems which arise, as I mentioned-packer to packer
sales-in that Frank West, knowing that the yellow sheet was utilizing
the live hog market prices from Omaha, which happens to be USDA
live market prices ; they were only using the yellow sheet as a vehicle to
carry out this

Senator PROX}IIR7E. W"ell, you see, what I am trying to get at is
whether or not there is any-you do not have any jurisdiction, you
say, over the yellow sheet. I am wondering if anybody does. We have
freedom of the press in this coLurty, we are all proud of it, we all
believe in it, and I think we ought to do our best to protect it; and it
may be that there is very little we can do. But do you feel there is
any legal basis for protecting the consumer against deliberate
manipulation?

Mr. DR.AKE. Yes, sir, no doubt about it.

HOW TO PROTECT THE CONSUMER AGAINST PRICE SET

MANIPULATION

Senator PROXMIRE. What is that protection? What can we do to
protect the consumer against that, so he is not deceived on price? I am
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not trying to make any allegations against Mr. Norton, who obviously
is a very able man who feels he is doing a conscientious job. But I am
just wondering if these allegations that have been reported, if there is
substance to them, we ought to investigate them.

Mr. DRAKE. This is a personal opinion, Senator. The yellow sheet, or
any other media, reporting a market on a voluntary basis, even with
all of their safeguards, they are still in a position of reporting a
market which is no better than the source of information. I have talked
to many people in the industry who-I can see why they need an ade-
quate market news reporting system in our modern marketing system,
and many of them have recommended that eve need a market report-
ing system which reports all of the market, such as someone mentioned
the New York Stock Exchange; all transactions should go into a
market news reporting system. As one person pointed out earlier. I
think one of the possible weaknesses in my own opinion is what Mr.Norton calls open market transactions. W1Tell, basically, I think what
he is saying, most of these are brokerage transactions; whereas your
big volume of meat in this country is sold by direct negotiated
transactions.

So we are in a position where a small volume of meat transactions,
through brokers, could be setting the price for this other ]arge volume
of meat. I think this is one of the problems.

Senator PROX-MIRE. My time is up. In fairness to Mr. Norton, I want
to give him an opportunity to respond. and the same time to explain.
The 10 people you have who report on this-what do you have, one or
two people in beef-how they are able to gather statistics on such an
enormously complicated and vast area.

YELLOW SHEET DEFENDS ITSELF

Mr. NORTON-. May I first comment on the gentlemnan's remark?
Senator PROXANirm. Yes, sir.
Mr. NORTO.N. In that I want to agree with him that the accuracy of

a market report depends entirely on the people who furnish the infor-
mation, and the Omaha hog prices that he speaks of are figures pro-duced by the 'U.S. Department of iAgriculture, and are relaxed bv us
to Our subscribers purely as a convenience factor. The Bussy delaom1i-
nator system that lie talks about goes back to USDA live hog quota-
tions, and has no bearing whatsoever on any quotation furnished by
the daily market and news service as a result of its own reporting
efforts.

Now, I think that should establish in the record that it is the Depart-
ment's figures that are being used, and not ours. If you will notice. on
the top of our service here, that we clearly define these as USDA live
hog market quotations. and they come from Government reports.

Senator PROX-iIRE. My time is up). In fairness to the other members,
I will get to the other question later. Senator Schweiker?

Senator SCIIWEIRER. Thank you, Mr. Chairman.

THIE MEAT SHEET'S FORMAT

I would like to understand, Mr. Albanos-you say your format is
different. In layman's terms, what does that mean, that your format
is different? In what key features is it different?
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Mr. ALBANOS. When I speak of the format, I think of the way it is
designed on the face of the sheet. Our service provides four different
numbers. The first number for the item is the volume of trades. It is
reported in tons, so that a person knows how much trading, or how
many pounds of merchandise, was transacted. Our second figure of
high is the highest price that was reported for the day. Our third
figure of low is the lowest figure that was reported for the day, and the
close. which is equivalent to the price you see on the yellow sheet.

Senator SC11WE1KER. The first figure was totals?
Mr. ALBAN-os. The first figure was volume, the volume at which these

prices are-
Senator SCHWEIKER. So you are reporting a total or volume, and

the high, the low, and the close?
Mr. ALBANOS. That is correct.
Senator SCHWEIKER. Which would be very similar to a Dow Jones

stock average.
Mr. ALBAN-OS. It is very similar to a Dow Jones. It -was designed on

my part along those lines. I thought it was time for

NUMBER OF PEOPLE CONTACTED BY TIHE MEAT SHEET

Senator SCTWEIKER. You report all transactions, then? How big a
sample do you get of your market?

Mr. ALBANOS. Well, we talk to approximately, as I said in my state-
ment-to about 300 people a day. and we can only report their verifia-
ble trades. These people are trading all day long, but most of them
are locked into this market basis trading by the yellow sheet, and very
little of it is negotiated price. We can only report the prices that are
negotiated.

Senator SCHWEIKER. All right. I -would like to ask Mr. Norton, Mr.
Norton, as I read your sheet, I do not see a total high, low and close.

How do you operate?

YELLOW SIIEET-NO H1IGH1, LOW, OR CLOSING PRICES

Mr. NORTON. We do not believe that a high, low and close are of any
interest simply because we are publishing a guide for our industry,
and that is to enable our subscriber in the morning to know where the
market left off the night before because in the morning the market
takes off -where it left off the night before. The high and the low of
the previous day is merely history at this particular point. We carry
the reporting operation on throughout the entire trading day. Our
reporters start somewhere about 7:30 or 7:45 in the morning. They
work until the market closes, which is for us whenever trading ceases
on a given item. This can be anywhere from 2 until 4:30 in the after-
noon. And as they go, they accumulate information both by the type of
product that is being traded, the volume of the trading that goes on,
and working toward the ultimate production in our yellow sheet of a
closing market quotation, the prices at which product was moving at
the end of the trading day.

Senator SCHWEIKER. What about total? Do you have any index for
total figures?

Mr. NORTON. No, we do not.

52-788-75-6
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Senator ScvnwEIErr.. All right. Now in the earlier statement you
made an analogy between your sheet and the Dow Jones industrial
averages, and here in your description I have a hard time reconciling
this analogy because the high, lowv and close and total, it seems to me,
is pretty funCldamental in the business stock market. You have no total
high, lows and closed. Now maybe for your own reason, which obvi-
ously is part of the element of the controversy here, but I do not see
the analogy between Dow Jones. I am not aware also that Dow Jones
eliminated distress sales. After all, what is a market but a measurement
of who is in distress and how mntuch they are in distress. And is that
not a pretty subjective judgment to Just throw out a low price and say,
they are in distress.

YELLOW SHUET ELIMINATES DISTRESS SALES

Dovw Jones does not throw out prices on the basis of being in
distress. Why do you? And is this not a pretty subjective thing that is
subjective thing that is subject to anybody's usage in any way they
want ?

MrI'. NORTON. I do not believe so, in the first place, Dow Jones reports
at the end of each day the high, the low, and the close on various
corporate securities. I do not know that the element of distress enters
into Dow Jones the same as it does on meat, because on meat the matter
of disress usually refers to perishable products where you have got to
either sell it or smell it, or where you have got a delivery commitment
to make and You have no alternative if you are going to fulfill your
contractual reqiurements.

This is where the matter of distress comes in. It is a matter of a
product which has to be sold, at times for anything you can get. That
has nothing to do with standard merchandise of acceptable quality be-
ing sold without that pressure point, and it also has nothing to do with
a seller which has all of sudden gotten in a box and has to somewhere
find a limited quantity of meat that could be made available for in-
stantaneous delivery.

Meats are sold in our industry on the usual basis of immediate ship-
ment. This allows that the shipment has to be started to the purchaser
within three days of the time the deal is made.

Now there was a case not too many months back where a major
packer v-as comnmited to deliver meat to A. & P. at Detroit, and they
ran short Friday afternoon and could not fulfill their delivery com-
mitment. Theyl had to go out and outpay the market 2 cents that after-
noon to one packer who happened to have one load of mleat in Detroit
that he was willing to mtake available 'or Saturday morning delivery.

Now this has nothing to do with normal selling of meat of an im-
mediate shipment basis where you are given as much as three days to
start your shipment.

Now with reference to the analogy of Dow Jones on our service,
there are apparently some people who prefer to do business on a
contractual basis where they will agree to buy and sell meats at a
future date with the price to be determined on whatever price we
quote the day that meets delivery.

And the same thing pertains as far as Dow Jones is concerned in
that possibly only as little as 10 percent of the General Motors stock
that changes hands over a period of time changes hands in the New
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York Stock Exchange. The balance changes hands on the basis of
private trading of large blocks of 50,000 to 250,000 shares, which are
traded on the basis of Dow Jones close the day the stock was trans-
ferred. So the same situation obtains exactly.

PROBLEM OF MTONlTORING ALL MEAT SALES

Senator SCHWEIrlR. But Dow Jones does report all those that do
occur on the market that are available. They do not sample. They take
the whole approach.

Mr. NORTON. Well, we are talking about a different situation in that
all stock that is going to be traded in the open has to be traded on
the New York Stock Exchange where it can be precisely monitored.
But that does not mean that all stocks that are transferred trade on
the New York Stock Exchange. Only those that are handled by cer-
tain registered brokers.

Senator SCi-WEIKER. Well, now, an economic market is the total
sum of all the pluses and minuses forces in the market. It would seem
to me that the stress, particularly of a perishable commodity, is a
very key element in that market situation. I have a very hard time
understanding why you throw out the lowest prices automatically.

How do you do that? Who knows that something is in distress
when they call and say it is in distress? Do you send somebody down
to see if it is a legitimate distress? How do you know it is a distress
part because you throw out the elements that bring down the price?

PROBLEMS WITII DETERMINING A DISTRESS SALE

Mr. NORTON. It is not we that throw it out; it is the people who
participate.

Senator ScnwFu-IEiR. You are cheating. The policy is not to include
that in the market quotation.

Mr. NORTON. But it is either the buyer or the seller who makes it
clear when we go through our confirmation proceeding that this was,
in fact. a distress sale. And then when you get into a situation-

Senator SCHWEIKER. But who validates that? Who certifies that
and how do you check that. That is the area where a mainpulation
can easily occur and it probably does?

Mr. NORTON. That is a situation that applies to that one trade only,
and when you then have a continuation of trading in the market for
the balance of the day, and when the market moves back to its prev-
ious trading level in complete disregard of that one isolated trade,
the market establishes itself on a regular basis.

Senator SCHWFVETER. Well, it seems to me a lot of personal judg-
ment. No. 1, and No. 2, the people who have the most to gain by giving
you false information have every incentive to talk about distress to
their advantage, and therefore, throw the whole transaction off the
exchange.

Air. NORTON. Every buyer who buys meat at a low price alleges that
the product is normal. Every seller who sells meat at a low price likes
to suggest that this might not be typical.

.It is our job, after all, to monitor and find the trend of the market.
Now that also gets back to one other important point, I think, and

that is that, let us suppose that you do have a trade at 10 in the morn-
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ing, and this is reported by the seller as a distress trade, and that the
buyer also says, "yes, this was not a typical lot of merchandise. I
bought it because I could use it at this particular time despite its
condition."

Now if, during the balance of the day, the market moves at higher
levels and you could no longer buy a product at that distress trade
price, that market no longer exists. It is only history.

Senator SciwnEIwr. My time is up but I think in fairness we should
give _Mr. Albanos some time to respond to any of those.

MEAT SHEET DEFENDS ITS PRICING METHODOLOGY

Mr. ALBANOS. I would like to respond to defend the volume high,
low, close concept.

As the Senator said. there is a tremendous amount of discretionary
latitude in the reporter at the end of the day so come up with that one
figure at the close. I designed a format for a couple of reasons, one of
them being to lock the reporter at the end of the day into showing
what the highest price was and what the lowest price was, to guarantee
the minimal amount of flexibility on his part, to show the close we
accept all trades. We put all trades into the market, and I feel that if
he was to close it out of any of those ranges, that he would have to
have strong feelings that we could defend the next day and it should
be closed that way. And I feel it is important that the industry sees
the highest price, the lowest price, and then the close.

We also separate on format the packer-to-packer trades and the
packer-to-processor trades, I did not speak to that before about our
beef carcasses. This is the section of the sheet that we separate, any
trades that are made from packer-to-packer differently than from
packer-to-processor. Our feeling is that the casual, minor volume of
packer-to-packer sales on carcasses are sometimes caused by operating
circumstances that do not reflect the same needs as for end-users, and
thlerefore, we feel it should not reflect in the same style as they do for
end-users.

Senator SCiHwEIKER. Thank you, Mr. Chairman.
Senator PROXINTRE. Congressman Brown.
Representative BRowN. I -would like to get the terminology straight

in the sum and substance of the percentage of the total market volume
and the fluctuations in the total market volume. I g uess this ought to
be directed to the representative of the Department of Agricultuire
or Mr. Norton.

Out in my part of the country, in Ohio, we have a lot of little
farmers who are feeding out cattle or raising pork. They sell through
community auction houses or market places where their prices are
adjusted on an auction basis from buyrers who come in and pick
up these animals and then ship them to some more central location.

Now where do these people fit into the picture? What portion of the
market do they take care of ?

Mr. ALBANOs. That is the live market. Our marketing reporting
takes effect as soon as the animal is slaughtered. Any live market
quotations that we have on our sheet are figures that we get from
the Department of Agriculture. We do not report the live market
in any way other than to get it from the Department of Agriculture.
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We take meat prices from the point where the animal is slaughtered.
From that point on to the system is where we are reporting the prices.

Representative BROWN'. Is that true of Mr. Norton's operation also?
Mr. NORTON. Yes, sir.
Representative BROWN. Well, then how does the Department of

Agriculture determine these live market prices?
Mr. DRAKE. I am not in the market news service but I am very

familiar with their activities. They today have actual market reporters
in all the major markets in the United States.

Representative BROWNv>. What do you mean by major markets? I
am talking about these little operations, auction barns, that cover may-
be three, four, five counties.

Mr. DRnxKE. I cannot give you every area that they report, but I do
know the major hog producing areas and cattle, too, that they do have
field reporting employees.

For instance, in the interior of Iowa, thev cover on the hog market
activities. T know they have decentralized their market reporting ac-
tivities and have actual personnel who report nonpublic market ac-
tivities.

Representative BROWN-. Who is doing the buying at these markets,
these live markets?

Mr. Dr LT-1z. Depending on the species of livestock, slaughtered live-
stocks, packers have their own employees or they have order buyers
buving for them.

Representative BROWN-. How competitive are they?
SMr. DRAKE. It is difficult to get a handle on how competitive are

they and weigh it. I would say this would vary from sale to sale
from time to time. The whole concept of the auction market is to main-
tain a competitive process, just like your terminal markets our pro-
ducers consign and the various buyers theoretically bid competitively.

Representative BROWN-. Well, are there enough bidders to keep that
price competitive or are there so few bidders that prices are always
forced down? I mean, do they just stop bidding if they are watching
the "yellow sheet" or the "meat sheet" or something and decide that
the price has gone too high?

Is that the way it works?

BIDDING COMPETITION IN- 'MEAT AUCTIONS

Mr. DRAKE. No, this is a many splendored thing. I have been on
auction markets in the course of my business where you can have more
competition where there are two buyers active than if you have two
dozen buyers sitting there with little or no activity.

So it is very difficult in any given situation to judge competition on
an auction market, as such. It is my personal opinion, generally, in
this country today in the meat business the meat price is established
at the wholesale level between the meat packer and the buyer of his
product.

One thing that has not been brought out this morning is that there
is a lag on big volume meat sales in this country, especially packers
selling to chain stores. Every chain store in the country basically has
what they call a booking date for the following -week's purchases. I
have not checked this week but A. & P.'s booking date used to be Tues-
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day. The day they finalize their sales with price for the following week
deliveries. So you have a lag there of from 7 to 10 days between the
booking with the chain store and a packer-supplier and actual de-
livery date. Safeway used to be Wednesday.

The whole industry knows this so actually in many cases a packer
books supplies of meat when actually he has not even gone out in the
live market and procured the raw product.

Representative BROWN. Now when he does that, he darn well has
to come up with live product, right?

Mr. DRAKE. That is correct.
Representative BROWN. So he may be a little bit more desperate in

his bidding than if he had not made the booking.
Mr. DRAIE. Normally, if he is caught short, yes, sir.
Representative BROWN. Is there a differentiation between the small

auction markets where small butcher operations are buying and where
the buying is being done only for big packers? You know, thanks to
the U.S. Congress we have eliminated most of the small meat proces-
sors, I guess, with the cooperation of the Department of Agriculture,
in the Clean Meat Act, which got a lot of publicity here about 6 years
ago, or something like that. As a result, we put out of business most
of these small community processors because they could not afford,
whether they were clean or not, the cost of all the things that had to be
done under that law.

So we tended to centralize the business of meat processing, is that
not correct?

Mr. McLAIN. Yes, sir.
Representative BROWN. OX, but we still have some of those people

who survive. In my little community in Ohio we still have something
called the McInturff's Meat Center where they buy some of the meat
at auction and process it. I still know where you can buy meat from a
processor and put in your own locker without having to go throueh
some of the big packing companies, without having to buy it from the
supermarket.

Now, is there a substantial difference between the prices of such
operations in meat and the big packers and their purchase bids at
auctions?

Mr. DRAKE. Whether it is good or bad the big volume of meat that
the consumer buys in the chain store does not go through any public
competitive marketing system.

Representative BROWN. What is that percentage that does not go
through?

Mr. DRAKE. Oh, it is overwhelming today.
Representative BROWN. Overwhelming? Like 9944y100 percent or 85

percent or 60 percent?
Mr. DRAKE. Something in that neighborhood.
Representative BROWN. What neighborhood?
Mr. DRAKE. There are no figures.
Representative BROWN. I just described, I think, a fairly big neigh-

borhood.
Mr. DRAKE. No, Senator, there are no actual figures on that percent

of slaughtered beef for slaughter goes through State auction markets
as such because auctions, they are a primary outlet of stock or feeder
animals, and let us say slaughter cows, but your big volume of fed
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beef in the United States today, and there are no figures, actual as such,
do not go through a competitive marketing system.

Representative BROWN'. So you cannot answer my question. You do
not know what the difference in price of the small meat processors is,
where they go out in the same competitive auction market and buy just
a few animals for slaughtering.

Mr. DRAKE. I can answer your question, having been in the auction
business myself, and that they are a tremendous asset to any auction
market because many of your small independent local packers utilize
the auction market for their needs rather than going to the big com-
mercial feedlots.

Representative BROWN. Well, if you did not have these big meat
operations, if the Congress had not made it practically impossible for
these little fellows to operate, why they might be a safety valve in the
market, might they not, so that maybe a small supermarket chain
could start working through one of these small processors where the
price was not administered but where it was competitive.

Is that possible?
Mr. DRAKE. The only thing I can say, Senator, is that the small inde-

pendent packer is quite an asset to the overall competitive conditions of
the meat industry today.

Representative BROWN. Let me ask the question another way. What
percentage of the wholesale meat market do the five or six largest pack-
ing companies have?

Mr. DRAKE. In the beef industry there are many more than that.
Representative BROWN. Well, how many?
Mr. DRAKE. We have statistics in our shop on all of them, with

broken down on five or six. I would have to check our statistics on their
percentage of the market. But it is available.

I would be glad to get it.
Representative BROWN. I wish it were available here today. I would

like to ask what percentage of the market is controlled by, say, the six
largest packing companies in the United States?

Could anybody give me a figure on that?
Mr. DRA:KE. No. We have those figures broken down by species and

I am sure we would be glad to furnish some figures to you but I do not
have them on the tip of my tongue.

Representative BROWN Thank you, Mr. Chairman. My time is up.
I think it would be desirable if we could get those figures supplied to
the committee because it makes a significant difference about what we
are talking about. I would like to know if there is any way we could
find out what the percentage of the market is that is being handled by
the small meat processor directly to customers or directly to super-
market outlets where the supermarket chain is a very small chain that
might serve regionally in a relatively small market community-.

Senator PROXMITRE. Mr. Albanos, I have just one brief question on
the high and low situation. Highs and lows in volume give a much
better indication of the thinness and the volatility of a given market.

Is that not correct?
Mr. ALBANOS. Yes it is.

1 The Information requested may be found in the committee files.
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Senator PIRoxMTNiii. One small transaction at a given price, is some-
thing very different than a large number of sales at different prices so
that if you provide highs. lows. and volume it is much more difficult
to rig the market. The prospective buyer or seller has a much better
notion if he has that information.

Mr. ALBANOS. That is right. I am an experienced buyer. Before
I started this service, I was 15 years in the meat business. And one of
the unknowns in the morning when we got the vellow sheet was to know
if anv meat was ever traded at that price or a little bit of meat because
the price, when you start in the morning the first number that you have
in your head and you start adding and subtracting all the pluses and
the minuses to find out if the market is going to go up or down, knowing
the volume at the highest price, at the lowest price, I was unaware. the
only thing to look at was only one price that was arbitrarily selected
at the end of the day by the market reporter and say this was what the
market. was worth.

That was not enough for me.

DEFENSE DEPARTMTENT MEAT PURCIIIASING

Senator PRoxM.ITIE. Now is is true that the Defense Department
uses a .11onday-Tuesday-Alednesday average on yellow sheet prices
for contract purchases of fresh meat?

Mr. ALBANOS. I am aware that the Defense Department buys a
tremendous quantity of meat on the yellow pages prices. I do not
know if that is the exact formula. If it is, it may be Monday-Tuesday-
Wednesdav. I am not sure which days it is but I know that they do
definitely buy on that system.

Senator P'ROXMIRE. I amn going to ask Scott Walker-Scott, are you
back there? Our staff has charted some comparisons between your two
publications, The Meat Sheet and the yellow sheet, on beef carcass trad-
ing on a very active yield, three yield four range. The Meat Sheet
also reports to packer trading as differentiated from packer-to-proc-
essor t tading.

Noow would vou explain the difference of these type of trades, Scott,
and tell us what that chart shows ?

Y'ELLOW SllFET-MEAT SHEET COMPARISON

Mir. AVALIKER. Yes. sir. We have taken the yellow sheet and The Meat
Sheet and compared the closing prices for choice steers, weight, 600
to 800 pound carcasses, and plotted them for the period of August
through parts of November of this vear, and made a comparison be-
tween the prices as reported to The Meat Sheet yield three. Packer-to-
pl ocessor is the green line. The prov;sioner top half as reported in the
provisionier or the vellow sheet is the purple with the dash dot line,
and The Meat Sheet wvith the grade yield of four on packer-to-packer
is the brown dashed line, and the provisioner general range closing
price is the solid blue line.

The month of August, Monday, Tuesday, Wednesday. Thursday,
and Friday. closing prices are reported and the date of the 5th, 6th,
7th, 8tlh. and 9th is in the top bar, 12th to 16th, the second series, and et
cetera. all the way through August. The same applies to September,
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except that September 30 is a Monday and is in the next bar along
with the rest of that week going into October.

The packer-to-packer sales. as reported on The Meat Sheet. is a red
dot with a P. and you notice these reported in various places through-
out the period. A is reference to an ask-price and the B is a reference
to a bid-price.

If there is a range in the price that has been quoted in any of the
closes, we have midpointed the range. If it said 57 to 571/2, we mid-
pointed.

Senator PROXM11TRE. Now one of the problems we have here. and I
want to ask you further on this, Scott. one of the problems we have
here is whether or not the reports on simply packer-to-packer trades
or the emphasis on that may give a different picture or a picture that
may not be as accurate or as reliable.

Let me just say that we have noted that a correlation between packer-
to-packer trades in a rising market and the correlation between the
absence of packer-to-packer trades in the falling market, these facts.,
in fact, influence the market.

Mr. WITALRER. Yes, it would appear to inasmuch as it has some ten-
deney to. in certain periods, to be above any other reported price.

For example, in September 11. 12. and 13. you have three packer-to-
packer prices that are above anything else that is reported and one that
is very much at the bottom. But nevertheless. you get patterns. Here is
a whole series in the first full week, or rather. September 30 to Octo-
ber 4. There is a lot of packer-to-packer activity and it is a rising mar-
ket. Very little packer-to-packer activity in a declining market here
followed. The following week from October 7. there is very little or no
packer-to-packer activity on Tuesday, Wednesday, Thursday, and
Friday, and here is a declining market. But the week earlier. there is a
rising market and there is packer-to-packer activity up through
Thursday.

Senator PROX-.IP.E. HOW do these reports, then, influence the market,
anId do they influence the market?

Mr. W1TALKER. It would be a part of the transactions in the "open
market," and if it happened to be the last transaction of the day and
that happened to be the one that was reported, that would be what
would be in the sheet.

Senator PROXMIRE. Now. what I get from this overall graph-and I
certainly want the comments of Mr. Albanos and Mr. Norton on
those-that the volatile prices that the two sheets have been reporting
create a kind of a roller coaster graph of heights and depths, and I
wonder what effect these rapid changes have on cattlemen, packers,
processors, the wholesalers, chains, consumers. and so forth.

Mr. Albanos? Thank you very much, Mr. Walker.

NXEED FOR TWO MIEAT PRICING SHEETS

MNr. ALBANOS. Yes, sir. As I say the first comment I want to make is
that you see there are differences between our prices and the "Yellow
Sheet," and the overriding factor here is that it is my opinion that we
have to have another competitive price reporting system in the mech-
anism, and I think that is the most important thing because you can
see that it is such a small amount of meat that is sampled to get prices.
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What we need is many different opinions, as many different people
gathering the data as we can to find the real level of markets.

Senator PROX.AIRE. Well, is it or is it not a fair conclusion that re-
porting packer-to-packer prices on a rising market tends to drive up
the price?

WAY PACKERS DRIVE UP MEAT PRICES

Mr. ALBANOS. The chart speaks for itself on that point. It would
seem so. It would look that way. The roller coaster effect has a couple
of effects. The roller coaster effect on the way up-the majority of
the meat that is sold in this country is sold on a market basis. That
means that it is precontracted for whatever price the "Yellow Sheet"
comes out on a certain day. If those days happen to turn out to be the
ones that are at the high there, the buyers are the ones that end up at
the high end of the roller coaster.

If the days that packers buy cattle happen to be the days that are
at the low end of the roller coaster, you get this tremendous spread
between what the farmer is getting for the cattle and what the meat
costs in the stores to the consumer.

Senator PROXMIIRE. All right, Mr. Norton.
Mr. NORTON. It is rather difficult to comment comprehensively on

such short notice, but it would be my observation that the increasing
prevalence of packer-to-packer trades has taken place on rising
narkets.

Now, in rising markets, you have a shortage of supply and an excess
of demand. It would be more logical to think that that was a period of
time when more suppliers were caught short as far as their ability to
supply the demand that existed and that there was more scrambling
for a product.

If you did not have the product in your own production, you would
try to obtain from others, and this would of course I think explain
why there would be more packer-to-packer trading at that particular
time in the cycle.

Now any declining market, when you have a surplus of supply, and
as a consequence the market is being depressed because of that surplus
of supply in relation to demand, no one is going to be in the position
of being short on their commitments, and there is no need then to go
into the market as a producer to buy from other producers because you
can meet your requirements out of your own production.

I might further suggest too that the packer-to-packer trading that
has been charted here, in all deference to Mr. Albanos, is a very limited
number of trades, if you go by his own service and see the number of
zeroes that he shows as having no trading whatsoever to support the
prices that he publishes.

Senator PROXMIRE. Well, as far as that latter point, I think you can
mnake a very strong point. It is hard to resist your logic on your first
argument, but as far as the latter is concerned, all Mr. Albanos is doing
is reporting the facts, and he reports zero, it is zero, and you do not
have any misapprehension.

Mr. Norton. I am confused, however, by the fact that Mr. Albanos
sshows closing quotations that fluctuate day to day with no reported
trades.

Senator PROxMIRE. All right, Mr. Albanos?
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Mr. ALBANOS. The reason that we do that-plus, I do not want to get
into a debate with AMr. Norton, but we do not know if his reported
changes are based on without trading also.

On the days that we have zero are the days that we have no verifiable
trades. AVe will not print a trade that-when we know a customer-
we find out who the customer is and who the broker was and who the
seller was. In the absence of that, we talk to the buyers and sellers and
tryv to come up with what the market might be at that instant, in ab-
sence of a verifiable rade, which is I am sure the same system they have
to use.

Senator PROXMI1RE. All right, let me just have one concluding ques-
tiol.

Representative BROWN-. Mr. Chairman, could I ask a question on
that. If you do not have a verifiable trade, why do you report any-
thingl?

MIr. ALBA-NOS. Well, Congressman, because we make the commitment
to put on our service our expertise and to put what the market is at
that day for all items.

Representative BROWN. Well, did you not just make up something?
Mr. ALBANos. No, I just explained how we accomplished that. We

are still talking to the same people every day, and we talk to the
people that are offering and the people that are willing to buy and
what the market might be worth if there was a transaction. This is the
same system, I am sure, that the other service has to do also when
there are no verifiable trades.

Representative BROWN. That is a bid and asked price, is that what
you are saying?

AMr. ALBANOS. That is correct. When we show a zero volume, we
are telling people that is what it is.

Senator PROXisIRE. As long as you say there is no transaction, it
seems to me that would be-

Mr. ALBANOS. It is our feeling that is what covers it.

ROLE OF PACKERS AND STOCKYARDS ADMITNTSTRPTIONT IN- POLICINOG MEAT
PRICE SHEETS

Senator PROXMIRE. All right.
Let me ask a final question of Air. McLain, as I understand the

Packers and Stockyards Act, it provides not only protection for the
farmer, but for the consumer as well. Surely an accurate, detailed,
knowledgeable reporting system is necessary. To protect both the
seller of the product and the consumer.

No market can work otherwise. It is just fundamental to have honest
information. Why cannot you use the authority under the act to pro-
tect both the farmer and the consumer, as well as the processors and
the distributors to see that these reports are accurate, complete, and
full ?

Mr. MfcLAIN. Well, I think that is a very logical question, Senator
Proxmire. Our job, as we see it, is to see that there is no rigging or
manipulation in the operations of the market people.

For instance, in the West case, we determined that we thought there
was, and we filed a complaint to that effect. Now to the extent that
we can prevent that kind of thing from happening by the people that
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are responsible for feeding the figures in that these gentlemen are
talking about, why I think we are trying to do this.

Now, when there are not any transactions, of course, it means
Senator PROX-iIRE. Of course. now where You do have the "Yellow

Sheet" which is used-and Mr. Norton seems to agree with that it has
been the driving force in providing information to the industry. Per-
haps 90 percent of the sales are based on this-a very large propor-
tion, at any rate. You do have information on the volume. You do
have the high and low.

,Why should not that information be disclosed? Or should you rely
on a competitive sheet like The Meat Sheet?

Mr. McLAIN. Of course, we are not in the market reporting busi-
ness in packers and stockyards, you understand. It is not our juris-
diction. The jurisdiction is over in the Market News Service, which
of course as you know is another agency within the Department.

Senator PROXMITTRE. Who is responsible for this. then? What agenev
of the Federal Government is responsible for seeing that the con-
sumer and others get the accurate information?

Mr. McLAIN. The Market News Service is the agency within the
Department that furnishes all the information that comes out of the
Department on prices, not only in the meat area. but in all other areas.

Senator PROXMuRm. Are you telling me that they do not have the
authority under law to make this more readily available or to police
inaccurate or dishonest, manipulative prices?

Mr. McLAIN. No, I am not saying that. I am just sayino that they
are the ones responsible within the Department to see that the market,
as best they can determine it, is reported accurately, because. as has
been evident here, on a lag basis, it has been picked up on the "Yel-
low Sheet" on that basis in their quotations.

But you have to remember this is not a simple process. The nmm-
ber of people in the Market News Service that would be required to
actually know what went on in each transaction-it would take a
tremendous number of people, and there are money limitations, as
you know.

Do you want to comment further on this, 1Mr. Drake?

UTSDA hIAS NO JURISDICTION OVER INDEPEN-DEN-T PRICE SERVICES

Mr. DRAKE. No. other than to make one thing clear. The U.S. De-
partment of Agriculture has no jurisdiction over independent market
news services. such as the "Yellow Sheet" and the Meat Sheet. Also.
the market news system in the Department of Agriculture has to rely
on voluntary information, and there is no law that gives them the
right to go into people who supply information, to their books and
records, so basically you can say that USDA market news system
relies on voluntary information, as does the "Yellow Sheet" and the
Meat Sheet.

Senator PROXMIRE. And then you are left with simply the option
of recommending to the Department of J.ustice or to the Federal Trade
Commission if you feel this is being used to fix prices or illegally ma-
nipulate prices to act and to prosecute ?

Mr. DRAKE. No, if we found any packer subject to the act who we
thought was using any of these sheets to manipulate the market, we
would file action against him, Senator.
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Senator PROXaMIRE. You -would?
Mr. DRAKE. Yes, sir.
Senator PROX-MIRE. Have you investigated this to determine whether

or not this is the case?
Mr. DRAKE. As I mentioned, we have received complaints, and we

have made investigations, and as I mentioned earlier, we have found
some questionable activities in relation to the sheet, but to this date
we have never gotten sufficient evidence to bring formal action.

Senator PROXMIRE. The reason I belabor this point is because, as I
say, the Wall Street Journal article and other reports indicate that
there is a great number of complaints within the industy from in-
formed, capable people that there is manipulation.

Congressman Brown.

BUYIZ PTOWER OR SELLER POAVER-WHICII IS STRONGER?

Representative BROW-N. Who has the greater power-I guess I
should ask this of the Department of Agriculture, but the other gentle-
mnen may comment if they -wish-who has the greater power to set the
price of meat in trade? Is it the supermarket that is, say, demand-
ing meat because they anticipate heavy weekend sales around the
holiday weekend or something?

Or is it the packer who can buy up meat when the price is low
and then run it up when they trade packer-to-packer or when the
supply is limited and make a killing that wav and set the mar ket for the
supermarket i

Mr. McLATN. For my comment on this, Congressman Brown, the
supply and demand, of course, is a governing factor, obviously, as you
look at the chart. When you get into a period when you are over-
supplied, the way the buyer operates the market shuts off the supplies.
lowering the price. That is the way it also has been, and it will always
continue to be.

Representative BROwN. Yes; but does not the meat packer have a
certain push in there that when the supermarkets say hey, look,
we are getting buyer resistance, the meat packer can go ahead and buy
when the price is low and then in this trading between packers, run
the price up And then when the supermarket. if the supermvarket suid-
denly has a short supply. has to buy more, the) have to buy at that
packer-traded price, with the result that the price is up much more
sharply than the situation really merits.

Mr. MOLAIN. Well, I am sure this does happen occasionally, but
again it is the market working. If there is an oversupply, we all know
the whole history. If you get too much supply, the buyers will back
off, because they know they can buy cheaper.

Representative BROWN. Well, I guess the point I am trying to get at
is this, we have with fewer and fewer packers-again, because of the
legislation which we passed-and those packers are perhaps being lo-
cated in an area to service various supermarkets while the supermarket
industry is not, in its ownership, generally a nationwide industry. We
have strong chains, as I understand, in certain areas, and then you have
some, like A. & P. and others that are national. I do know where the
volume of business really goes, but I am told that the heavy volume is
in regional areas. So if you have got a packer or a couple of packers that
supply that regional area, it seems to me that they have manipulative
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control over this market, somewhat more extensively than the super-
markets themselves, because they can set the prices for the supermarkets
when they come in to buy from the packers, and they could also set the
price from the producer because they can buy up, store for a while, and
manipulate on that basis.

Is that a fair comment, or am I seeing the market incorrectly?
Mr. McLAIN. Well, of course the ones you ought to get answers on

this from are the packers and the chain people themselves.
Representative BROWN. My guess is those answers might be more self-

serving than that which I get from the Department of Agriculture
or from the people who report the industry, but perhaps that guess is
incorrect.

Mr. McLAIr. I would like to clear up one point on the number of
packers. Some people have the-in spite of your reaction in Ohio,
where some of your smaller locker plants and plants of this kind have
not been able to operate. We do have a very large number of packers in
this countr.

In fact the numbers have grown in recent years as compared to what
they used to be.

Representative BROWN. Well, you are talking about big packers, but
are you talking about those who process meat? I feel fairly sure that
that number has shrunk significantly.

Mr. McLAIN. I am talking about the ones that slaughter the animals;
the actual slaughterers is what I am talking about.

Now the problem that you have in your area, I am sure, is that some
of these smaller plants that were in the process of doing as you have
indicated are not now in the business. You have some of your
producers

Representative BROWN. They cannot meet the standards that the
Federal Government has set, so we have served to concentrate the in-
dustry in fewer and fewer hands.

Mr. McLAIN. We have taken it out of the hands of these people that
'were performing a service in a certain locality, there is no question
about it, by the action that has been taken by the law dealing with the
things you mentioned.

Representative BROWN. I would like to have you verify for us-if
you would send me an indication of what you have in the way of
packers by volume, and I hope that that list will not eliminate the-I
should not say packers-processors, and I hope that that list will not
eliminate processors who fall in the volume from zero up to something
else.

Now do you have those, because those are the guys who we have put
out of business?

Mr. McLAIN. Do you want to comment further on it, Mr. Drake?
Mr. DR,&E. Congressman, the information we have comes through

from annual reports from packers that we require to file such reports.
Representative BROWN. You are talking about big packers?

NUMBER OF SLAIUGHTERERS STABLE

Mr. DRAKE. No. Basically, we require all slaughterers of cattle, for
our information, to file an extensive annual report with us. It is very
extensive on volume, financial conditions, and so forth.
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In the area you are talking about, processors, there are litrally thou-
sands and thousands in the United States, and because we do not think
the information we use would be beneficial requiring annual report,
we do not keep statistics on these various middlemen or processors that
I think you are referring to in your State, so we do not have statistics
on all aspects of processors in the United States.

Representative BEowN. So what you are telling me is the only
statistics you have are that there are more of these big packers than
there used to be. is that right?

Mr. DRAKE. No, I think generally what Mr. McLain was saying
was that on a national basis our slaughterers of cattle who are the ones
that buy livestock from your farmers and producers, their numbers
have not dropped off. Contrary to that over the years, there has been
freedom of entry, and there has been an increase in the amount of
slaughterers over the years in the United States, both big and small.

Representative BROWN. Well, my area must be terribly aberrational.
Mr. McLAiN. Yes.
Representative BROWN. It is? Why would that be?
Mr. McLAIN. Because you had many of these smaller ones that were

affected by this new law.
Representative BROWN. Yes, but that did not have any impact else-

where in the country?
Mr. McLAIN. No, it had, yes, but I think in your part of the country,

it had more impact than anywhere else. At least we have had more
complaints from that area.

Representative BROWN. Well, it just occurs to me that the price of
meat-there used to be a distinct difference in the price of meat in
my part of the country, and from what we can read in the newspaper
advertisements and so forth, than what it is in say, Washington, D.C.,
and that difference has been reduced over the last few years, and I
must say that I correlate that distinction to some extent with the
legislation which we passed which appears to have put a lot of people
out of business.

I can name you in my congressional district half-a-dozen to a dozen
of these people who are no longer in business. Now we must buy our
meat at the supermarket, and I gather that comes from larger packers.

Nods do not count, I have to say. Could you say something for the
record.

Mr. McLAIN. I think that is correct. I think that is correct.
Representative BROWN. Mr. Albanos.
Mr. ALBANOS. Mr. Congressman, I can make one further comment

from the information I have here.
We are members of the AAMP, which is the American Association

of Meat Processors, which are the type of people you are talking
about with small locker plants that have approximately 1,300 mem-
bers. If you compare that with federally inspected meat plants in the
United States, they number about 6,000. That might give you the
comparison that you are looking for.

Representative BROWN. Give me the figures again.
Mr. ALBANOS. That there are 1,300 members of this American Asso-

ciation of Meat Processors, which are made up of the type people
you are talking about, the small locker plant and smaller operating
people.
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Representative BROw-N. And that compares to what figure?
Mr. ALBANOS. Approximately 6,000 federally inspected establish-

ments. Those that process meat and slaughter. But how many of them
are slaughterers, I do not have that, but that may give you the com-
parison figure that you are looking for.

Representative BROWN. Can you give me a comparison with a decade
ago?

MIr. ALBANOS. NO, sir, I do not. I only have this because we belong
to the association.

Representative BROWN. Or the volumes or who was doing most of the
packing and processing 10 years ago, or who is doing it now?

Mr. ALBANOS. I cannot give you that, sir.
Representative BROWNV. I am under the impression that, also in my

part of the country which seems to be so aberrational, that some small
plants that had meat sold under brand names are now owned by larger
packing houses, because they could not survive economically on their
own.

I am not sure that the law on the Clean -Meat Act is to blame for that.
Maybe economic pressures of another kind are to blame, but is that a
fair statement of what has happened to the meat-packing industry
around the country over the past few years or not?

M'r. DR AKE. There has been a certain degree of acquisition and mer-
ger in the industry. Right now we are not going through an active pe-
riod. This vent through in a period in which we saw activity in the
whole U.S. economy.

We had worked and continue to work very closely with the Depart-
ment of Justice in this area, and there have been some formal actions
filed by them on these type acquisitions.

Representative BROw.N. 'Well, could you give us some figures on that?
Are there figures available for now for 1970 or 1965 or something that
would go over the last 10 years?

Senator PROX3MIRE. Can you supply that for the record?
Afr. McLAIN. We will supply everything that we can, that we have

available.1
Senator PROxmiRE. It seems to me you must have the figures on the

number of packers that you had, let us say, in 1960, 1965, 1970, and
1974.

XMr. Dr--,Kr. But not processors. Mr. Chairman.
Senator PROXMrIRE. Why not? Why do you not have processors?
Mr. DRAKE. Because we do not require them to file annual reports

with us, other than just a few of the larger. I can tell you here on the
record that your national slaughterers are also the largest processors of
meat in this country, which might be of benefit to you.

Representative BRCowN. All right.
Let me ask vou one, other, or another series of questions if I have

time, to try to get to the point I am working toward with reference to
who has the leverage of control here.

Can yoe compare the mumber of packers to the number of super-
mar ketchains or outlets in the country? IHas anybody got that figure?

AIr. ALBANO&. I only have one figure as far as from solicitation pur-
poses, there are approximately 850 chain store operations that we have

1The Information requested may be found in the committee files.
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solicited for subscriptions, as compared to the 6,000 number of feder-
ally inspected plants. So that gives you an idea, but that does not make
it the volume. It gives you a number.

Representative Brown. Well, I do not know where you got your sub-
scription solicitation list, so I do not know what that means.

Mr. ALBAN-os. As far as the chain stores, we get them from nationally
publicized chain stores operators in the country.

Representative BROWN. Well. who belongs to that? You know, that
is sort of like the National Association of Counties that supposedly rep-
resents all of the counties in the United States, except in my district
we have only'got two counties big enough to pay the price for belong-
ing. So what does that mean ?

Mr. ALBANOS. I think these are chain stores that have more than five
stores.

Representative BROWN. OK, that helps.
Senator PRox1~fIiE. If the Congressman would yield, I think it also

might be helpful to get it by reason because here is where you have an
enormous concentration.

You have in Washington, for instance, two supermarkets that control
60 percent of the market, and you have a very, very strong concentra-
tion in most of the big cities.

Representative BROWN. Let me ask the question in another way.
We have, let us say two or three major chains in Washington if you
read the papers and look at the ads. How many meat packers supply
these two or three major chains in the Washington area? How, many
packing plants are there close enough by here to supply them,?

Mr. DRAKE. Congressman, there is very little correlation between
the location of a chain and the suppliers.

Actually, the distribution of meat or even here in Washington, the
meat supplies for the chains in Washington can theoretically come from
all over the meat-producing area of the United States. I knowv it
goes as far as the Midwest, for instance Texas, Colorado, Iowa, so you
can literally have hundreds of meat-suppliers supplying these chains
in the Washington area, and in fact, do.

Representative BROWN. So that you are telling me that the trans-
portation factor is not a significant factor here?

Mr. DRAKE. Not necessarily. It figures in the pricing, f.o.b. pricing,
but I think this is true all over the United States that a local packer, say
located in Virginia, does not necessarily have a preferential pricing
situation over a midwestern slaughterer.

Representative BROWN. And does the chain store buy directly from
the packer? Does he buy from a broker? How does he do it?

Mr. DRAKE. Most of their procurement is direct with the supplier.
Representative BROWN. And does he contract with the packer?
Mr. DRAKE. Not contract, no sir.
Representative BROWN. So it is negotiated daily between the super-

market and the packer?
Mr. DRAKE. Direct, that is correct. There is very little direct procure-

ment other than fill-in sales that come through brokers or what Mr.
Norton calls "open market.'"

Representative BROWN. And if I am a giant supermarket with some
brand name and I want to buy some beef for this weekend, then what
do I do?

52-788-75 7
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Mr. DRAKE. These head buyers for these chains, Congressman, are
in touch every day with every major beef supplier in nearly all the
United States.

Representative BROWN. Do I take bids and get the best price'? What
is my arrangement here?

Mr. DRAKE. They operate different methods. Some of them take bids.
Some of them start negotiating before this booking price I mentioned
and start getting the feel of the market and see what the supply situa-
tion is.

Normally, no one packer has the supplier ability at any given time
to supply one major chain.

Representative BROWN. I am not talking about major chains. I am
talking about a regional chain with a few stores.

Let us talk about a chain of say 10 stores.
Mr. DRAKE. Usually he is in touch with many suppliers or packers

that is, and vice versa. Many packers are calling him continuously.
This is a day-to-day process.

Representative BROWN. All right. Now he is in head-to-head compe-
tition with another supermarket someplace in town.

Mr. DRAKE. Who is also talking to these same suppliers.
Representative BROWN. The same suppliers, or different suppliers?
Mr. DRAKE. The same suppliers, yes sir. Your meat business is a na-

tional market. We can no longer due to the location of production and
consumption, localize the meat industry today.

Representative BROWN. Do most chains have a relationship with a
limited number of suppliers or are they calling all over the country?

Mr. DRAKE. They usually do business with the same suppliers reg-
ularly and there are usually other suppliers trying to get action from
any group of chains, but this is not a handful. Usually, it is many.

Representative BROWN. Is it done on a price basis, a delivery basis,
or quality-of-product basis?

Mr. DRAKE. I would say all three.
Representative BROWN. What is the primary consideration if you

want to put a special in the newspaper that drops your beef price below
somebody else's?

Mir.- DRAKE. Nearly all chains have their own specifications. Most
of them use USDA grade standards plus weight differentials, and after
that you come down to negotiating price and volume.

Representative BROWN. If I am a 10-store operator, do I actually go
to Swift and Armour and so forth, or do I go to some middleman who
is a wbolesaler between the packer and the chain operator?

Mr. DRAKE. Normally, they would go direct to a supplier and the
suppliers are going direct to them.

Representative BROWN. Floating around Washington I see some-
bodv's steak truck or something, Murray's Steaks. I do not buy my
steaks from Murray. Is that, right ?

Mr. DRAKE. That is correct. Murray's Steaks is a chain, a fabricator
of retail cuts, retail and

Representative BROWN. For restaurants?
Air. DRAKE. Yes and direct to the consumer. He owns consumer out-

lets in his small meat operation but he supplies mostly portion control
cuts.



95

Representative BROWN. How many companies would I normally call
if I were a 10-store chain?

Mr. DRAKE. It could be anywhere from, depending on the product
you are interested in, whether it is beef, pork, or lamb, it can be any-
where from two or three to two dozen, depending on its operation. And
on the other hand, you say the chain calling a supplier, you have all
the suppliers calling this chain continuously every day of the week,
sometimes many calls every day.

Representative BROWN. And there would be a competitive quote for
everybody who calls.

Is that right?
Mr. DRAKE. Finally, you go through a situation of negotiating and

like I said, you finally come down to certain chains where what they
call the "book" or arrive at the price, whether they are selling it on a
formula basis or what have you.

Representative BROWN. But if everybody comes up with essentially
the same price and I have got an empty meat shelf, I guess I have to buy
it at the price they quote for me.

Mr. DRAKE. Well, through this negotiation, and you can never get
a handle on it, but normally, once a chain store decides to buy, even
though sometimes on a big meat special you can have six to eight beef
suppliers on a beef special, normally they get around and the chain
says, "This is the price I will pay," and those that are willing to supply
at that price get booked on it and those that cannot will not.

So normally, the procurement usually is a one-price system.
Representative BROWN. You see, I am trying to get at where the

competitive leverage is here.
You said that in a moment of, I thought, candor a minute ago that

the prices could be set most effectively at the wholesale level and now
I am trying to figure out whether the retailers are setting those prices
and you are suggesting that the retailers get competitive bids from the
wholesalers, and next thing you know, why. I will be thinking that the
wholesalers had competitive bids from the farmers and that this whole.
thing is really-

Mr. DRAKE. No. The reason I said that, Congressman, is that through
these negotiations we were just discussing, normally today, because the
supplier is booking with these big chains, because of the volume in-
volved, a week or more in advance when he makes his sale, and in most
instances, this slaughterer or packer has not procured the livestock
from the farmer when he makes his bookings, so normally, this price
is set before he goes down in the marketplace, whether it be an auction
or direct, and produces the livestock from the producer.

This is why I said normally the market is made at this level.
Representative BROWN. At the wholesale level.
Mr. DRAKE. That is right.
Representative BROWN. Well, I am sure we will get some kind of

different story from the packers. Do any of you other gentlemen have
any comment on that conclusion?

Would you agree with that, Mr. Albanos?
Mr. ALBANOS. The complex of the whole industry is very difficult to

make a clear-cut analogy of any one of those things. It is my personal
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opinion that chain stores deal with suppliers directly. They also deal
with the wholesalers because they are buying so many varieties of
products that they are buying certain items directly from the supplier.
When we talk about supplier, we are talking about slaughterer. And
then they may buy certain items in addition to that from wholesalers,
where the wholesalers are buying the whole carcasses and selling the
different pieces to different outlets, different chains.

So there is a commingling of this whole situation between chain
stores dealing with wholesalers and chain stores dealing with sup-
pliers. I do not think there is a clear-cut analogy you might make that
all chain stores deal with suppliers or all chain stores deal with whole-
salers. It is all commingled together.

Representative BROWN. It is not impossible, I suppose, that a whole-
saler or a packer would, if he had some meat to sell to the retailer that
he had to move because of the maturing quality of it.

Does that happen?
Mr. ALBANOS. Occasionally. You have to remember one thing. It is

my observation that the majority of the meat sold on a market basis
situation between all these factions of the industry, there are some
negotiated price ones, but there are just as many, if not more, where the
chain store decides to run a sale and there is no way to compute a fair
price.

Representative BRowN. There is no way to do what?
Mr. ALsANOS, There is no way you can come up with what a fair

price might be 2 weeks from now and it is booked what is called "the
market basis," which is the price that our service, that the "Yellow
Sheet" comes up with.

Representative BROWN. That are on this sheet?
Mr. ALBANOS. Yes.
Representative BROWN, And he cannot call up then and say, "Look,

we have got to get it at 5 cents a pound less because I am going to have
a big beef sale" ?

Mr. ALBANOS; No.. He has a contract. It is precontracted for and that
is the price, the shipment date prior to the national provisioner. It is
the same way that the Government buys occasionally, also.

Representative BROWN. It is the price set at that moment, but can
he call up and say, "Two weeks from now I want to get so much meat,
and I would like to have this price"?

Can you meet that price?
Mr. ALBANOS. Yes, you can, but what they do in order to insure that

they have a constant supply of fresh meat coming in, if we are talk-
ing about the different factions of the industry, we are talking about
chain stores that might be a little different. They have some meat
that comes that way all the time and then when they have specials,
they buy it a little differently.

But the point I am trying to make is that they only negotiate for
the volume of meat they are getting. When it comes to the price, if it
is out in advance more than 2 or 3 days, nobody can give them a
definite price. It is too far out.

Representative BRowN. Thank you, Mr. Chairman.
Senator PRoxMIRE. Thank you, gentleman, very much. I would just

like to make a concluding statement, not a question. To make any free
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market work there must be a full and complete and honest informa-
tion. That goes all the way back to Adam Smith and classical eco-
nomics. I just do not know how you can regulate properly without
making certain that there is such a market, even if that includes spot
checking to make certain that reporting systems are accurate. And I
hope we can move in that direction.

I think that the testimony this morning has been most enlightening
and helpful, and I want to thank everybody who has testified here.

The committee will recess until Monday, when we reconvene to hear
a number of consumer experts to testify, and then we will have the
chief executive officer of Safeway on Tuesday.

We will stand in recess.
[Whereupon, at 12:37 p.m., the committee recessed, to reconvene at

10 a.m., Monday, December 16,1974.]



FOOD CHAIN PRICING ACTIVITIES

MONDAY, DECEMBER 16, 1974

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC CoMMITTEE,

Was8hington, D.C.
The committee met, pursuant to recess, at 9:50 a.m., in room 1202,

Dirksen Senate Office Building, Hon. William Proxmire (vice chair-
man of the committee) presiding.

Present: Senators Proxmire, Sparkman, and Schweiker.
Also present: John R. Stark, executive director; Loughlin F.

McHugh, senior economist; Robert D. Hamrin and Peter Stockton,
professional staff members; Michael J. Runde. administrative assist-
ant; Leslie J. Bander, minority economist; and Scott Walker, con-
sultant.

OPENING STATEMENT OF SENATOR PROx.IIRE

Senator PROXMIRE. The committee will come to order.
This morning we are honored to have before us a number of dis-

tinguished experts representing the consumer.
Our first witness will be Congressman Benjamin Rosenthal of New

York.
Congressman Rosenthal has been certainly one of the most effective

and in my view probably the most effective representative of the con-
sumer in the Congress of the United States, in the House or Senate.
I have had on a number of occasions a chance to appear with Cot-
gressman Rosenthal and he is consistently for a better break for the
consumer, with more honest disclosure, more complete disclosure, and
an opportunity for the consumer to be treated fairly and honestly.

Congressman Rosenthal has an intimate knowledge of the food in-
dustry and he served on the National Food Marketing Commission,
the last serious inquiry into the structure of the food industry.

Congressman Rosenthal, we are delighted to have you here this
morning.

Go right ahead.

STATEMENT OF HON. BENJAMIN S. ROSENTHAL, A U.S. REPRE-
SENTATIVE IN CONGRESS FROM THE EIGHTH CONGRESSIONAL
DISTRICT OF THE STATE OF NEW YORK

Representative ROSENTHAL. Thank you very much, Mr. Chairman.
I appreciate the opportunity to testify before this distinguished com-
mittee on the subject of food prices and I congratulate you on hold-

(99)
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ing these most timely and important hearings. I asked to testify, Mir.
Chairman, because I believe that we are facing an extraordinary na-
tional emergency in the price and availability of food and that unless
dramatic solutions are immediately forthcoming, the results could be
catastrophic for our country. I also believe that it must be the Con-
gress that takes the lead in stimulating the kinds of policies that are
necessary to deal with the food crisis.

Beyond the fact that I am a consumer and a member of Congress
with a consumer-oriented, urban constituency, these hearings are of
special interest to me because, as you have stated, from late 1964 to
mid-1966, I was a member of the National Commission on Food AMar-
keting, which studied the marketing structure of the food industry,
from farmer to consumer.

That Commission's final report was, in my judgment, the most com-
prehensive and potentially useful document ever produced on the
Nation's ailing food industry. Some have suggested that it uncannily
foresaw today's crisis in the cost and supply of our food.

Others argue that the report's timeliness is due to the fact that the
failure of our Nation's food policy in the mid-1960's was not really
dissimilar to the failure we are experiencing now.

Either way, the significant fact is that the crisis in our food mar-
keting system is destined to worsen or at least repeat itself unless
the major findings and recommendations of the Food Marketing Com-
mission-virtually ignored until now-are implemented.

If we are to solve our Nation's food problems it is essential that
we halt and ultimately reverse what the Commission described as the
increasingly dangerous trend toward economic concentration in all
segments of the food industry. We must also react affirmatively to
the Commission's recognition of the need for a major realignment of
the Federal regulatory structure governing the food industry.

It has always been my belief, Mr. Chairman, that "organization
makes policy." It was largely a failure of structure and organization
that was and is responsible or he Federal Government's inaction in
the face of an impending energy crisis. Now, of course, Congress has
created a new Federal energy structure in the form of a Federal
Energy Administration and an Energy Research and Development
Administration.

These organizational changes in the energy field are important in
the context of these hearings on food prices, because I believe there are
some interesting parallels between our energy price and supply prob-
lems and those in the food arena.

As you well know, in 1970, the four largest oil companies accounted
for almost 60 percent of total U.S. petroleum sales. Today's oil crisis
in many ways is the inevitable result of this vast concentration of
economic power. where a handful of multinational firms control the
movement of oil from the well head to the gas pump and, thereby,
have the opportunity to manipulate supplies and administer prices.
This enormous concentration of economic power is at least as responsi-
ble for the high price of petroleum as the oil embargo and the out-
rageously high price of foreign crude.

But if American eneraz consumers are being victimized by a lack of
competition in the oil industry, then American food consumers are
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equally the victims of that same economic phenomenon in the food
industry. Oil embargoes and crop destruction aside, a major, if not the
primary, cause of high prices and short supplies in both the energy
and food areas is the growing market power of fewer and fewer firms.

'Mr. Chairman, I do not intend to take up the committee's time by
citing previously submitted evidence of monopoly power and eco-
nomic concentration in the food industry. We know that between 1963
and 1972, close to 10,000 food and related products processing plants
have disappeared. We know that since 1966, horizontal, vertical and
conglomerate mergers have hit the food industry at an unprecedented
rate.

During 1955 to 1970, the estimated mergers in the food manufac-
turing iindustry totaled 1,300 and the annual rate of acquisitions in-
creased by nearly 250 percent. But the decline in the number of
grocery manufacturing firms is only part of the problem. Equally
important is the expanding volume of business increasingly concen-
trated in but a few of the largest remaining firms. In 1950, for ex-
ample. the top 50 grocery firms accounted for 42 pcrcent of total
assets in the food manufacturing industries. By 1966, the top 50 firms
accounted for 52 percent of total assets and since 1966 the concentra-
tion of assets has become even more pronounced.

B-ut. I am particularly concerned, Mr. Chairman, over the increas-
ing concentration of both purchasing power and selling power by
food retailers. In 1966, the Food Marketing Commission reported
that:

The increasing market orientation of the food industry and the changes in

the organization of buying have transferred market power from processors and

manufacturers to retailers. Prospective developments in the industry are likely

to further enhance their position. Increasing concentration of purchases restricts

the alternatives open to suppliers, stimulates compensating concentration on

their part and weakens the effectiveness of competition as a self-regulating
device throughout the industry.

The increasing market power of supermarket chains nationally and
in various and specific localities across the country is, in my opinion,
the leading cause of higher food prices to consumers.

A revealing Census Bureau study completed in 1967 and soon to be
updated shows, for example, that between 1954 and 1967, the Nation's
four largest grocery firms increased their share of the total retail food
market 6 percent-from 45 percent in 1954 to 51 percent in 1967. This
trend is regrettably continuing. The same study shows that in 1963,
the 32 largest grocery firms controlled 34.5 percent of total grocery
sales nationally. By 1967, the 39 largest firms controlled 336.2 percent
of total national sales. The Census study also shows, finally, that in
1963, 14.464 supermarket outlets with business of $1 million or more
a year accounted for 50.3 percent of total U.S. food sales. By 1967,
19,000 such establishments accounted for close to 60 percent of total
grocery store sales throughout America.

All available evidence points to a continuation of this trend toward
the concentration of market power in fewer and fewer large firms.

Increased market concentration in the supermarket industry, while
a growing problem on a national basis, is especially severe in certain
local markets. In the District of Columbia and its suburbs for exam-
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ple, the four largest chains-Safeway. Giant, A. & P., and Grand
Union-had 56 percent of the retail food dollar in 1954. By 1970, their
share increased to 70 percent. It is still increasing. Is it any wonder
that consumers in the Nation's capital pay some of the highest food
prices in the Nation?

What is particularly interesting and important, XMr. Chairman, is
that in those localities where a supermarket chain enjoys a high
market position, their price markups are higher than in low market
localities and their profits are often 60 percent higher than the chain's
average. As a consequence, consumers in localities where a super-
market has a monopoly or oligopoly position actually subsidize store
operations in localities of low market concentration, and of course, com-
petitors suffer in both localities: Those competing in the high market
area simply cannot cope with the economic power, and those in the
low market area are actually competing against profits made by stores
hundreds or thousands of miles away.

But if increasing economic concentration in supermarket sales to
consumers is a problem, then growing concentration in their purchases
of food from suppliers should be and is of equal concern.

Vertical integration by retailers-which is the process by which a
company engaged in one phase of an industry enters another-is
becoming an increasing problem. In testimony before the Monopoly
Subcommittee of the Senate Select Committee on Small Business in
December of 1973, the Food Action Campaign said that:

There is no more reason why Del Monte should grow, transport, process, and
market vegetables than why Exxon should drill, refine, transport and market
oil. Both unfairly compete with smaller, more efficient independent producres
and both raise prices for consumers.

The Food Action Campaign went on to report that:
Already, nearly a fourth of total U.S. agricultural production is vertically

integrated.

An additional factor that has increased the ability of the large
supermarket chains to dictate food prices, quality and quantity, is
the success of private label brand sales. Private label sales now ac-
count for between 15 percent and 25 percent of total grocery stores
sales and their popularity as lower-cost, but equal-quality substitutes
for national brands continues to grow. But it is an interesting indica-
tion of the increasing economic power of the large supermarket chains
that the price spread between private store brands and nationally ad-
vertised brands has shrunk dramatically. In 1962, the average price
differential was 15 percent. In 1972, it was 8.9 percent-a decline of
40 percent. It has also been reported that some private brands are now
selling for as much as or more than national brands.

Before I recommend a course of action to this distinguished com-
mittee, I would like to touch for a moment on the unsatisfactorv way
in which the Federal regulatory apparatus deals with the issue of food
safety. I do so in the context of this committee's concern over food
prices, because price and quality are interrelated and because it
strengthens the argument for a complete overhaul in the organiza-
tional arrangements by which the Federal Government regulates the
N ation's food marketing system.

In July of this year, the GAO issued a little noticed report aimed at
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assessing the extent of salmonella contamination of raw meat and
poultry products. Salmonella, of course, is a bacteria whose presence
often causes food poisoning and communicable infections which are
potentially dangerous, sometimes even resulting in death: 2 million
cases of salmonella contamination occur ainually in our country and
result in medical payments and lost working days costing at least $300
million. Although the incidence of this infection and its costs, both
human and economic, are not trivial matters, the Food and Drug
Administration and the Department of Agriculture have largely
ignored the startling findings of the GAO investigation.

In November 1972, at GAO's request, the Food and Drug, Admllin-
istration conducted a study of the extent of salmonella contamination
of meat and poultry products in retail stores in 10 metropolitan areas,
where about 23 percent of the Nation's population resides. Laboratory
analysis of those samples indicated that 17 percent were contami-
nated-31 percent of the chicken, 15 percent of the pork. 11 percent
of the lamb, and 10 percent of the turkey. Other studies conducted in
individual cities have found a much higher incidence of salmonella
contamination, especially for poultry products, ranging from a low
of 17 percent of tested samples to a high of 50 percent.

In its report that GAO urged a specific course of remedial action on
the FDA and USDA which have regulatory responsibility for pre-
venting food contamination. The responses have been half-hearted at
best. GAO's principal recommendations focused on two areas: Data
gathering and consumer education. With respect to data gathering
efforts the GAO recommended that FDA and USDA cooperate in
establishing a program to monitor the extent of salmonella contamina-
tion at the retail level. The GAO declared that such information would
be useful in determining whether or not Federal programs to control
salmonella contamination are having any impact. Both HEW and
USDA have indicated reluctance to increase their activities in this
area.

GAO's report also urged an intensified consumer education program
aimed specifically at certain susceptible target groups, as being among
the most important and cost-effective steps that can be taken to avoid
food poisoning. Both agencies have resisted the idea of educational
efforts with regard specifically to the salmonella problem. And, in
fact, whereas the GAO study indicated that the elderly population was
most uniformed about salmonella-related health hazards. USDA's
major educational campaign for 1975-76 is directed toward the junior
high schools.

Mr. Chairman, the alarming increase in economic concentration
throughout the food industry (including the growth of corporate
agriculture and accompanying demise of small family farming) and
the evidence of continuing health-related food hazards, have gone
virtually unchallenged by the Federal Government. Unless we recog-
nize that the nation's food crisis demands the same massive commit-
ment that we have directed toward the energy problems, this nation
is courting disaster.

I find alarming the administration's blase. "business as usual" ap-
proach to the food crisis and, with the exception of this committee,
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Congress lack of attention to this enormous problem. I would urge this
committee to continue its work and lend its weight to the following
recommendations:

1. That the Antitrust Division of the Department of Justice and the
Bureau of Competition of the Federal Trade Commission immediately
initiate antitrust enforcement actions to break up food chains that
exercise excessive market power in restraint of trade, either nationally
or in local markets. And that similar antitrust action be directed
against agri-business interests and food middlemen. I believe that
there is already sufficient evidence to justify such a course of action on
a massive scale.

2. That the Congress reestablish the National Commission on Food
Marketing or a similar organization or adjunct for the expressed
purpose of recommending organizational and policy changes at the
Federal level designed to increase competition in all segments of the
food industry and designed to guarantee an abundant food supply at
reasonable prices to consumers and a fair profit to farmers.

3. That Congress enact legislation requiring that there be a direct
relationship between farm prices and retail prices. The law of supply
and demand has been effectively repealed by the market power and
merchandizing techniques of oligopolistic middlemen and retailers.

4. That Congress enact legislation to control the export of food
commodities in short supplv in the United States and to establish a
meaningful strategic grain reserve; and

5. That the Criminal Division of the Justice Department, through
its organized crime strike forces, investigate reports presented to this
committee of illegal activities in the food industry and leading to
higher consumer prices in New York and other major cities.

Mr. Chairman, some of these statistics and colloquy to me sound dry
and boring. I have heard it a thousand times before. I said it myself
hundreds of times. But the fact of the matter is, and I know this from
contact with people in my community, I'm sure that members of this
committee know it. the people in many areas of the country are on the
verge of economic and food starvation. People in mv community have
told me that-some older people in my community in New York have
told me that thev have taken to eating. pet food, that on their fixed
incomes. what with increasing rents and other expenses, they simply
could not afford to buy food at the prices today.

Since I have been in Congress we have heard the story of the spread
between the farmer producer and the consumer. The spread has been
spreading in the 13 years that I have been here.

The excuses are getting weaker and lamer. The growth of the retailer
and the influence of the retailer and the middleman has excessively
increased over this period of time and the Federal Government has
failed to do anything about it, the excessive unbearable costs of the
average American consumer.

Now, you will hear stories. I am sure, because I have seen many of
my friends from the food industry here, a long and sad tale of woe,
that their profit ratio compared to other industries is very low,
that they are making 1 percent or less on capital investment, but the
hard cold fact of the matter is that their economic power is growing
by leaps and bounds.
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Their ability to pass through, to add on, to increase prices has never
been effectively challenged.

We see situations today in all of the common foods, sugar, meats,
starches, all these things-the only exception I know of is onions-
where prices have simply gotten away from the average consumer and
it is that this system is inadequate.

Our organizational structure to deal with the presumed free market
economy is ineffective, and unless the Congress does something about
it, the average American consumer will be himself in serious short
supply of food and the ability to feed his family.

FOOD CHAIN CONCENTRATION

Senator PROXMIRE. Thank you very, very much, Congressman
Rosenthal, for an excellent presentation and a very useful analysis.

You say that "The increasing market power of the supermarket
chains is the leading cause of higher food. prices to consumers," and
then you show that the concentration for the four largest grocery-
firms has gone from 45 percent in 1954 to 51 percent in 1967.

Do you have any estimates as to what the situation is now, how large-
a proportion of the total market they have at the present time?

Representative ROSENTHAL. Well, it is either where it was in 1967
or increased about 4 to 5 percent. Final projections to my knowledge
are not available but that is about where it is.

I happen to think myself that their economic power has increased
almost in geometric proportion to their concentration. In other words,
when they gain a larger share of their market, their ability to influence
other segments in the food marketing system increases far out of pro-
portion to their toncentration of retail outlets.

IMPACT OF MARKET SHARE ON PRICE LEVEL AND PROFITS

Senator PROXMiIRE. I certainly noticed that at first hand in the com-
munities I visited in Wisconsin, and I visited them all over the State,
that the number of small independent firms has diminished very
sharply in the last few years and the supermarket spread has increased
very greatly.

You also argue what follows from this and the consequence is that
the supermarket chain, you say, where they enjoy a high market posi-
tion, their price markups are higher than in low-market localities and
their profits are often 60 percent higher than the chain's average.

Is there any study to document that, any documentation?
Representative ROSENTHAL. There have been a number of studies,

one out of Cornell, and one out of another place I don't recall. The
situation is quite simple in an area where they eliminated or virtually
wiped out competition. prices will be higher.

Senator PROXMIIRE. Well. it would except-let me interrupt to say
they might argue-we are having Safeway here tomorrow and then
we are having Great Atlantic & Pacific and Kroger and Grand Union
on Wednesday. They may argue there is a much more effective compe-
tition where they have two or three or four very important relatively
equal giants competing.
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Representative ROSENTHAL. They may argue that but Washington,
D.C. is a classic example of the untruth of the argument and the lack
of efficacy of the argument.

The fact is that what they have done here in Washington, much of
the testimony to the contrary, is to divide up the territory. They do
have competition but not meaningful competition and the Washing-
ton area residents pay some of the highest prices in the nation and
are subsidizing these very same chains in other areas of the country.

Senator PROXMIRE. That Cornell study, later on could you give us
the documentation so we could have that?

Representative ROSENTHAL. I would be happy to do so.,
Senator PROXMIRE. It would be very helpful.
You have some useful recommendations. You conclude with them.

And thev are the kinds of recommendations I think we can really
move with.

The third recommendation, however, is one that raises the question
of how do you do it? You say:

That Congress enact legislation requiring that there be a direct relationship
between farm prices and retail prices.

The law of supply and demand has been effectively repealed.
There is no question the spread is enormously increased. Just in the

last vear it has increased very greatly. You have the spectre of farm
prices dropping and consumer prices going up, both rather sharply,
but what can we do about it?

What kind of law do you have in mind?
Representative ROSENTHAL. When you do nothing about it, the situ-

ations become intolerable.
Are we so totally incapacitated, all of us, that 'we do not have the

intellectual inspiration or the ability to draft that kind of a law?
I myself am convinced that we do not in reality have a free market

economy, that this is not a free enterprise system when you have this
enormous economic power.

Now, the question is can you draft a law that says that the retail
price cannot be more than two times the producer-what the farmer
gets because the farmer I happen to think has not been the beneficiary
of any of these developments in the food field.

Can you draft such a law and can it be made effective in all segments
of the food industry? Probably yes. I think it can be done.

Senator PROXMIRE. Well, it would vary a lot depending on the kinds
of products.

Where you have some products twice as high, sometimes 10 percent,
sometimes depending on the complexity of processing and
perishability.

Representative ROSENTHAL. You have to have differentiations be-
tween products but what has happened in the food industry, even
when we had phase 1 and phase 2 of that recent round of events, there
were no controls of raw agricultural products and we permitted a
passthrough at each level.

When there was an increase, say, in the five or six segments of the
food marketing industry, each of those increases was passed on and
the additional profit of each segment was passed on, too, so that the

1 The information referred to may be found In the committee files.
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spread continually grows all the time, a percentage limit or some
other efficacious way of working it out between the cost to the con-
sumer and the price the producer gets, you would in effect have some
kind of price control.

It might not be difficult to do or it might be difficult to do. I think
it might depend in some cases on the difference between meat and fish
and between various types of products.

Senator PROXMME. Let me give you an example of that which really
perplexes me.

Last year I worked at a food canning plant all day and in the process
of working there I was told that the cost of the tin that they used for
the can of peas is greater now than a full can of peas was a few years
ago and, of course steel prices went up-we had testimony on that-
went up 45 percent last year.

Now, if you have a tremendous increase in cost that way it is verv
hard then to impose any kind of cash flow between the cost of food
and the cost of the finished products unless you take into account the
actual increase in cost that would have to be under

CONTROLLING PASS THROUGH COSTS ON FOOD PRICES

Representative ROSENTHAL. We could easily deal with that. That
is not an insurmountable problem. You could have a device that says
the supplier or processer would be permitted to add on the cost of
the product he buys, the steel, but what we haven't had in the whole
industry is some kind of a compression anywhere. These enormous re-
tailers have never pressed down below on their sellers to reduce prices.
All they do is accept the price increase and pass it on to the consumer,
knowing full well that the consumer is the last resort of the price
increase.

What I am suggesting is some kind of pressure device on all seg-
ments of the economy to restrain itself.

Voluntarism won't work, so we have to find a legislative technique
to do it and as you suggest, there are many areas of difficulty, tin and
other metal costs and labor costs and trucking costs, but what this
would do would be a compression formula on the entire food industry.

Now, why the food industry? Why should the food industry be
singled out? I myself don't think they should be singled out. I think it
should be applicable across the board but no more industry is relevant
to the survival of the American citizen than the food industry. Energy
is important and food is important and housing is important and
beyond that we are dealing in grayer areas.

Senator PROx-NrE. My time is Up.
Senator Schweiker.
Senator SCHWEIKER. Thank you very much.
First, I would like to welcome my colleague whom I served with

the House and this committee commends him on his work.
I would just like to follow up some of his suggestions.
On the export of food products, item No. 4 in your recommendations,

this has been one of the areas that I have been interested in, too, and it
seems to me here-I will be glad to hear a little bit more elaboration
of what you had in mind-it seems to me here that most of the export-
ing that we do does not relate to the national interest in any means and
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is strictly a matter of who can make the highest and fastest profit and
in no way relates to the national interest of our country where in most
cases where we are selling, it does relate to the national interest of the
receiving countries. I will be glad to hear any detail thoughts of what
you have on this No. 4 that you outline.

NATIONAL FOOD POLICY

Representative ROSEN-ThIAL. Well, the point, Senator Schweiker, is
this: Food is a national reserve inventory asset of this country, the
same way as our energy is.

We have not had a national food policy ever, nor have we had an or-
ganizational structure that took into account the entire food needs of
our country, either the producer of the consumer.

We have a Department of Agriculture whose constituents are the
producers and which takes presumably good care of the producers. al-
though I myself doubt that, but certainly they take very little con-
cerned care or caution with regard to the interests of the consumers.

Now, there isn't any question that we are the world's No. 1 food pro-
ducer and that food as an asset that we should deal with in a respectful
way. That is, that the decision whether to sell millions of dollars of
grain to the Soviet Union or to give it away or to sell it to other coun-
tries should not be made solely and exclusively by a Secretary of Agri-
culture whose credentials in respect to the national interest are subject
to serious doubt, and I do not mean to even make this a personal situa-
tion. I think structurally having a Department of Agriculture implies
that the mission of that Department is to enhance the interests of pro-
ducers and the belief then is that that should increase the price of food.
And that is not necessarily in the best interests of the farmers.

What we need in this country is a food policy in which a high level
board or commission or even the President himself or a new Depart-
ment of Agencies should balance out the interests of producers and con-
sumers in this country and then take into account the foreign policy
interests of food disposition overseas. There isn't any question that in
some, and maybe large areas, we should be more deeply involved in
selling or trading foods overseas, to deal with impoverished societies,
but on the other hand, there has not been a care or concern for the
availability and price of food in this country. And if the situation
should be, I thing it should be done by legislative mandate, that
when shortages occur in specific food areas, thus causing price in-
creases in that produce. then restraints should be placed at least tem-
porarily on the foreign disposition of food. There has to be a recogni-
tion that if food by virtue of price becomes unavailable to American
citizens then restraints must be shown in the exporting of food prod-
ucts.

Senator SCHwrIKER. I think, too, one of the other aspects of the same
policy you are talking about is the matter of whether we are going to
use food as a purely political weapon as opposed to the humanitarian
aspects of it.

It seems to me in recent years we have gotten away from the humani-
tarian aspects of foods and looked at it more as a political weapon. I
think this is one more angle we have to crank into whatever policy
making decisions would formulate food policy because I think we
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really come full-circle from the old food for peace program to using it
as an instrument of cold war or leverage for cold war.

Representative ROSEXTHAL. I agree with you completely. I think
we do have to take into account our responsibilities for morality in
tho world and certainly you have been a leader in this area. in the
world of law, of nations. Food is a reserve, a national reserve, a na-
tional resource of this country and it must be used certainly not in
political terms because that is a harsh connotation that neither of us
wants to suggest, but we must take into account the resources of this
country.

Food is a resource, energy is a resource, technology is a resource.
They must be a balanced program. When and how you dispose of
food commodities at home must be matched against when and how
it is disposed of overseas.

Senator SCIIWEIXER. That is all I have, Mr. Chairman. Thank you.
Senator PROXMrIRE. Thank you very, very much, Congressman

Rosenthal, for an excellent job. We are indebted to you.
Representative ROSENTHAL. Thank you, Mr. Chairman.
Senator PRoXMIRE. Our next witness is the president of the National

Council of Senior Citizens, Nelson Cruikshank.
We are honored to have him.
Mr. Cruikshank, you have done an outstanding job, a superb job

as chairman of that council. The senior citizens need your kind of
vigorous and intelligent representation.

STATEMENT OF NELSON H. CRUIKSHANK, PRESIDENT, NATIONAL
COUNCIL OF SENIOR CITIZENS, ACCOMPANIED BY GARY CAPI.
STRANT, RESEARCH ASSISTANT

AIr. CRUIKSIIANK. Thank you very much, Mr. Chairman.
Senator ProxmIRE. I understand you are also the father of medicare.

The citizens of this country are not only grateful to you for your great
fight on the food issue but also in the health area.

Mr. CRunisaRANK. Thank you very much, sir.
*With your permission, I am accompanied by a research assistant,

Mr. Gary Capistrant.
Mr. Chairman, it is an honor for me to appear here and we have a

prepared statement which, with your permission, Mr. chairman-
Senator PROXMf IRE. Yes, Without objection, the entire statement will

be printed in full in the record.
Mr. CRUKSIIA1NK. Thank you, sir.
Senator PROX IIRE. And let me announce now, and I apologize for

this, but I am acting for Senator Mansfield in handling the military
construction authorization bill on the floor of the Senate and I am
going to have to go there in about 5 minutes. I am going to ask Senator
Schweiker to preside as long as he can stay here and I will be back
just as soon as I can.

That may be quite a bit later.
Mr. CRuiKSHA.NKi. We understand.
In the interests of time, I will try to summarize some of the high

points of the statement, which you have agreed to have inserted in
the record.

52-788-75-8
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I was so much interested in Congressman Rosenthal's comments
which a number of times pointed out the special impact of these rising
prices and these managed prices in the food area on the elderly. These
are the people that I am at the present time attempting to represent,
the thrust of this statement documents that in some detail.

The people that make up the membership of the 3,000 clubs that are
affiliated with the National Council of Senior Citizens over the country
are people many of whom do not understand the intricacies of these
concentrated centers of power and these economic forces that are at
work but they feel probably more than anybody else the impact when
they are at the cash register of the supermarket or when they are trying
to scrounge around for food.

Now, we point out here, for example, in two tables the figures that
point up this impact. We look at the intermediate family budget, the
family budget before, and these, of course, are BLS figures, and com-
pare them for the budgets of the retired couples, the intermediate
budget and the lower budget. You will see that food constitutes one
of the greatest portions of the budget.

Of four major items that total up to 83.6 percent of the budget for a
lower budget retired couple, food takes up 31.4 percent, you will notice,
next only to housing. And when you take those same items and look
at the increases in the costs that have been going up in these fantastic
skyrocketing price increases of this two digit inflation that we are liv-
ing under you will see there again that food has increased by almost 12
percent. So that you have this impact of the very high proportion of
the family budget of a retired couple represented by their food needs
and then the fact that this very same high proportion cost is one of the
items of the budget that is increasing most rapidly.

You take these figures and translate the percentages. into dollars and
you will see that it is even more dramatic.

For example, as we cite here, the figures for autumn, 1973, indicate
that at the lower level the retired couple spent $1,182 out of a total
budget of $3,763 and at the intermediate level spent $1,599 out of a
total budget of $5,414. And in the autumn of 1974, projecting these
figures, we find the food items cost the low budget couple about $1,323
and the intermediate budget couple $1,789.

A closer examination of the BLS figures shows that not only does
food account for a very high percentage of the elderly's budget, but
that the percentage is increasing. In autumn 1972, food swallowed up
28.7 percent of the retired couple's poverty level budget and 26.7 per-
cent of the median income budget, but in autumn, 1973, food expendi-
tures increased to 31.4 and 29.5 percent of the total budget respectively.

Now, older Americans are not in a position to heed the exhortation
of President Ford and his economic spokesmen to reduce their spend-
ing and to seek out less expensive substitutes. With their fixed retire-
ment incomes being devoted to basic and essential expenditures our
members do not have any "fat" in their diets and do not have any
more "notches in their belts for tightening."

One of the most poignant statements in this regard is that of Mr.
Joseph E. Lowery, chairman of he Southern Christian Leadership
Conference, whose reaction to the misguided remark of Mr. Alan
Greenspan about the economic plight of the Wall Street stockbroker
was:
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It is incredible that the Chairman of the President's Council of Economic Ad-
visers equates the fact that a Wall Street financier has to eat less steak and drink
less champagne with the fact that poor people have to eat dog food and pretty
soon, the dog.

These rising prices in these managed food price areas confront the
older people particularly with very hard choices. These minimum fig-
ures in these budgets are not any figures of budget items that contain
luxury items at all. They are the hard choices that have to be made
with these minimum marginal dollars when people have to decide
whether they can have a-a woman decides whether she could have a
new dress which to her means whether or not she stays with her group,
her club, her church, and maintaining her position in her group of
friends, or whether she eats. These are not choices between luxury
items.

The contacts we have with older people and our correspondence with
them show that this is exactly what has happened.

To get at the real element of this, and its impact on the older people,
particularly, we must go beyond and behind the aggregate classifi-
cations of the BLS-CPI reports. We have to break them down into
their components and when we do, you will know that the-these com-
ponent items come out usually a bit later and very often they are not-
they do not get general circulation in the media. They are not-they
do not appear on the television and not often in the press accounts.
But they are extremely important because if we are telling people
they have to go back to staples and eat the more ordinary kinds of food
and then look at these components, you will find that the increase in-
rice, for example, has increased 89.5 percent in 1 year, from August
1973 to August 1974. Dried beans-suppose we tell people, "Don't eat
steak, eat just ordinary things like beans." There is protein in beans.
But the cost of beans has increased 146.9 percent in 1 year; margarine,
56 percent; canned bean soup, 52 percent. So when you look at these
components, when you get down to the kinds of choices with which
people are confronted on the shelves of the supermarkets, you realize
that they are not choices that are easy to make, that they are just
forced right up against the wall in their very existence.

Now, hopefully, having made this point, of the impact of these
increasing prices, and these run-away food costs, I would like to bring
to your attention, members of the committee, the immediate issue that
is before us. I would like to describe a recent development of major
concern to the National Council and other social action organizations
affecting the nutrition of the poor. I am referring to the action of
President Ford to virtually remove poverty level old people from the
beneficial food stamp program as of the first of next March.

Last August, when the Ford administration was only 2 weeks old,
our executive director, Mr. William Hutton, and myself, and a small
group of national representatives of senior citizens organizations, had
the opportunity to meet with the new President and discuss some of
our problems. He expressed real concern, or so it seemed to us, at that
time, about the problems which we presented, including these prob-
lems of rising food costs and inflation, but the concern did not appar-
ently last very long because now, after having consulted with his
advisers, and so forth, he proposed a cut of $4.6 billion out of the fiscal
1975 budget, largely in the area of basic social programs and major
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cuts were called for in food stamps, in medicare, as well as cuts in
social security and medicaid.

In other words, the President's program is calling on these poorest
people who are least able to defend themselves to carry the burden of
the anti-inflationary drive.

The change in the food stanp program which he has proposed would
require older people to pay significantly greater percentages of their
meager incomes to purchase food stamps. All recipients would be
required to pay the program maximum with 30 percent of their net
incomes for food stamps. This is what they are presently paying for
their total food budget items.

Nearly all of these individuals now pay 15 to 20 percent of income
for food stamps and now they are being called upon to pay nearly
30 percent of their funds for the food stamps. Thle results of that
would be nothing but that the elderly poor will be effectively removed
from the food stamp program because their incomes will be too high.

Take, for example, SSI individuals with a net income of $146 a
month-basic SSI benefits-would be eligible for food stamps but
would have to pay $43.80 each month toward $46 worth of food stamps.
Presently such persons pay $30 for $46 of food stamps. When you add
to that the fact that food stamps are not easily obtainable, there are
usually two or three bus fares involved in getting down to the office,
making applications, all of the kind of redtape that is involved in
this, it would end up that they would actually pay out of pocket more
than the food stamps were worth. A retired couple receiving a basic
$219 SSI payment would have to pay $65.70, or $71.70 if they are able
to take advantage of the $20 disregard for $84 worth of food stamps.

It is clear that a large number of food stamp recipients will leave
the program if this plan is carried out, either because their food
stamp benefits would effectively disappear, would be too small to go
through the burden of applying for, picking up and using the food
stamps, or because they will be unable to afford the new price after pay-
ing increasing costs foar other food items, rents, medical expenses, and
other fixed bills.

It looks to us as though this was an effort on the part of the
President really to circumvent the clearly expressed will of Congress
with respect to this food stamp program.

You may have noticed in the Wlashington Post of December 12 an
editorial which reviewed a decision of the U.S. District Court Judge
Miles W. Lord of Minneapolis. There, was before him a complaint, a
class complaint on the use of the food stamp outreach program in
which the complainant charged that the outreach program specifically
directed bv the Congress had not been carried out by the Secretary
of Agriculture, Mr. Butz, and the judge said, in the conclusion of his
decision, and I quote:

The Secretary's response to the Congressional directive when viewed in its
totality is fairly described as a total failure on his part to do what the Congress
clearly intended him to do.

Now, under this court order, although I understand the Department
of Agriculture is going to appeal it, under this court order, if it stands,
the will of Congress will be circumvented unless, if this court order
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stands, the Secretary will have to carry out the will of Congress, but
now the President comes forward with a budgetary program which
again would be directed to this same thing, whereas these rising costs
of food which have such a direct and critical impact on the budget of
the elderly, as we have pointed out in these tables in our full statement,
can find some relief and some amelioration through the food stamp
program, now if this order is carried out, the budgetary order is carried
out, even that ameliorative program will be circumvented.

Now, the work of this committee and antitrust and all that is ex-
tremely important andl we are very happy that you are entering in on
it. The proposals that have been made to investigate the whole area of
managed prices and the spread between the first producer and the ulti-
mate retailer arc terribly important but these are long run things.
Right now elderly people in particular are presented with a crisis
situation and it is aggravated by this food stamp directive that is put
into the budget message and wie ask you while you are continuing
your long run programs to instigate emergency action to overrule
this arbitrary budgetary proposal that will do so much to destroy the
value of the food stamp program.

That is the conclusion of my remarks and my summary of the state-
ment, MAr. Chairman.

Senator SCnWETTUR [presiding]. Thank you very much. Mr.
Cruikshank.

First, I want to join with the chairman in welcoming you to this
committee.

Having worked very closely with you in some of your other pro-
jects, medicare, nutrition, as well, I think it is a fine contribution
that you are making here today by your testimony and I, too, really
wonder how our senior citizens can make ends meet in this kind of
inflationary crisis, particularly when food is so affected, and that is
something they cannot do without.

I think the citations you make in your statement of the individual
products and the rise that has been encountered in these areas where
these budgets that they operate on are very limited, aren't nearly
escalating as much and also food makes up such a big percentage of
their budget that it is incomprehensible to me why the administra-
tion is cutting back on its food program. If anything, in this kind
of recession and inflationary impact jointly, we ought to be consid-
cring doing more for the people who are really hard pressed rather
than doing less and I think it is tragic and I hope that the Congress
will be able to do something about it.

Let me ask, in terms of recommendations that this committee might
be looking into that would change not just the dollars and cents fig-
ures which are the thing we are all concerned about but the whole
structure of the food picture, do you have any recommendations at
all to address yourself to what Congress ought to be doing on the
overall problenm of food distribution, food pricing, the whole picture
in terms of our responsibilities? I think you heard Congressman
Rosenthal here make a few suggestions in this area and you might
want to comment on these and others.
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SENIOR CITIZENS VIEWS ON -MODERATING FOOD PRICES

Mr. CRUTKSHANK. I think those were very important suggestions,
and, Senator, I want to say, too, how much we appreciate the inter-
est that you have shown. I know that you have met with our groups
in Philadelphia, Pittsburgh, and other places and that you are well
aware of the immediate impact in percentage terms of the things
that we have put down here in some statistical form.

On the matter of the pricing, it seems to me that one of the most
important aspects, and I would like to say that I thought that Con-
gressman Rosenthal's suggestions were very constructive and very
imaginative, one of the things that strikes us is the power that-lie
talked a little bit in the abstract but in concrete, these great chains
can control things so much by the fact that they can shift the burden
from one area to the other.

When you had genuine competition, and you had little units com-
peting with each other, they had to compete in terms of the price and
service and the quality of their goods that they delivered to the con-
sumer. Now you have a situation where with these great chains. with
hundreds of outlets, they can operate some of their places at a re-
duced cost or a reduced profit in order to meet the competition in
another place. They can squeeze out someone because they don't have
to have a universal pricing policy. In other words, an outfit with 100
outlets can lower their profit margin a little bit some place to ab-
sorb a temporary loss at one place in order to squeeze out somebody.

An another thing is the fact that they do not have a universal
pricing policy that penalizes notably the people in center cities.

We know that the people that live in the center city Washington
area, for example, and this is true of others, are paying higher prices
for lower quality foods than the people in suburbia are, and the rea-
son is that in suburbia, there is apparently a kind of carriage trade
for which there is some competition but here they have people who
are locked in, with poor transportation or no transportation, inabil-
ity to shop around, and so they have a captive market and they lay
the price on there and this hits people the hardest.

It seems to me one of the things in these managed price areas which
you would want to look into would be this matter of the lack of uni-
versal pricing policies in the big chains.

NTUTIMION NEEDS OF THE SENIOR CITIZEN

Senator SCHw-nrER. One of the other aspects, too, being on the
Nutrition Committee, I am concerned at, and you allude to it in a
few of your remarks here, is that as a senior citizen is forced to cut
his budget, his food budget, he has to redo what he buys and the
question is when he does buy, does he get what he needs nutrition-
wise. So aside from whether he can even afford to buy it, which is
a pretty basic question, the secondary question is when he does buy
it, what is he buying and what is he getting and is he putting so
much of his money in the wrong thing because he cannot afford the
right thing in terms of nutrition.

We all know that senior citizens have probably more critical nu-
trition requirements because of the aging process than young people
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can get away with. So I think here again you are putting the double
penalty on the senior citizens because they need a certain balanced
diet and nutrition because of some of the incapacity they have and
some of their sicknesses.

So I think that is another point you refer to.
Mr. Cnuihs1N1w. That is definitely true.
The senior citizen goes to the clinic and discusses with his doctor or

dietician his needs and the dietician does a conscientious job of making
recommendations and he takes those things that he is supposed to have
to the market, and he is priced right out of that market. The quality
foods are among those that have had the most severe price rises.

Senator ScHvEiKER. Thank you very much, Mr. Cruikshank. We
appreciate your testimony here today and certainly will weigh very
heavily some of the very specific problem areas you have cited.

We appreciate your coming. Thank you.
Air. CRUIESITANK. Thank you.
I appreciate the opportunity to be with you, sir.
[The prepared statement of Mr. Cruikshank follows:]

PREPARED STATEMENT OF NELSON H. CRUIKSHANK

Mr. Chairman and distinguished members of the Joint Economic Committee,
I wish to express on behalf of the National Council of Senior Citizens apprecia-
tion for this opportunity to describe the impact of increasing food prices on the
elderly.

We are heartened that Congress is concerned about finding the causes of infla-
tionary price increases in highly concentrated industries and realizes the ruinous
impact of soaring prices on the American consumer's budget. In this regard,
we think it important that the Congress extensively examine corporate practices
of the food industry, especially retailers and processors.

Inflationary price increases for food are probably most devastating to the diet
and well-being of the elderly, most of whom are struggling on "bare-bone" retire-
ment income.

The price for living in our "double-digit" economy is especially high for the
elderly who pay a disproportionate amount of their budget for food, shelter,
medical care and transportation.

Table 1 below contrasts the percentage of the total Bureau of Labor Statistics
family budget spent for these four expenditure classifications in Autumn 1973
by an intermediate level family of four with an intermediate and lower level
retired couple. (The Intermediate retired couple amount approximates the median
family income for senior citizens and the lower level budget amount is even more
generous than the Census Bureau poverty threshhold.)

Table 2 shows the annual rate of the Consumer Price Index increase for these
four items since October 1973 when these budgets were last updated.

TABLE 1.-PERCENTAGE OF ELS FAMILY AND RETIRED COUPLE BUDGETS
SPENT FOR SELECTED ITEMS, AUTUMN, 1973

Inter-
Inter- mediato Lower

mediate bud- budget budget
get family retired retired

of 4 couple couple

Housing -23.1 34.0 33.9
Food -25.2 29.5 31.4
Medical care- 5.3 8.4 12.0

Subtotal -53.6 71.9 77.3
Transportation -8.1 8. 5 6. 3

Total -61.7 80.4 83.6

Source: Bureau of Labor Statistics, U.S. Department of Labor.
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TABLE 2.-Annual rate of Consumer Price Index increase for selected items,
October 1978 to October 1974

Percent
Housing ------------------------------------------------------------ 13. 5
Food --------------------------------------------------------------- 11. 9
M edical care…---- ----- ----- ----- ---- ----- ----- ----- ----- ---- _11. 1
Transportation ------------------------------------------------------ 16. 5

Source: Bureau of Labor Statistics, U.S. Department of Labor.

How can low-income elderly spend 30 percent of their budget for food and yet
handle significant increases in food costs? With incomes fixed the effect of new
rent and utility increases or a medical bill can make oatmeal a staple, fish and
chicken a luxury.

Even more dramatic than these percentage figures are the actual dollar amounts
of the retired couple's budget and their food bill. The figures for Autumn 1973
indicate that at the lower level the retired couple spent $1,182 out of a total
budget of $3,763 and at the intermediate level spent $1,599 out of a total budget of
$5,414. For Autumn 1974 we estimate these same food items cost the low budget
couple about $1,323 and the intermediate budget couple $1,789.

A closer examination of BLS figures show that not only does food account for
a very high percentage of the elderly's budget, but that the percentage is increas-
ing. In Autumn 1972 food swallowed up 28.7 percent of the retired couple's "pov-
erty level" budget and 26.7 percent of the "median income" budget, but, as stated,
the Autumn 1973 food expenditures increased to 31.4 and 29.5 percent of the total
budgets respectively.

Older Americans are not in a position to heed the exhortation of President Ford
and his economic spokesmen to reduce their spending and to seek out less expen-
sive substitutes. With their fixed retirement incomes being devoted to basic and
essential expenditures our members do not have any "fat" in their diets and do
not have any more "notches in their belts for tightening."

The economic problems confronting workers and their families today are
approaching what the elderly have had to live with for at least two years now.

When food prices go up, most families adjust their dietary habits by reducing
their consumption of some items and purchasing cheaper substitutes for others.

But poor elderly have long been limited to the cheapest, and often least nutri-
tious, foods. Their problem is not "spending down" from meat to poultry, but
from poultry to diluted soup.

One of the most poignant statements in this regard is that of Dr. Joseph E.
TLowery. Chairman of the Southern Christian Leadership Conference, whose reac-
tion to the misguided remark of Mr. Alan Greenspan about the economic plight
of the Wall Street stock broker was, "It is incredible that the Chairman of the
President's Council of Economic Advisers equates the fact that a Wall Street
financier has to eat less steak and drink less champagne, with the fact that poor
people have to eat dog food and pretty soon, the dog."

How do we expect on elderly widow to cope when she has not tasted meat
for months and can no longer afford soup?

When confronted with these higher and higher prices at the supermarket they
must simply buy less food and reduce other essential expenses. Must older people
suffer the indignity of eating baby or dog food, wearing the frayed dress and
worn shoes, putting off replacing the broken window or seeking physician care,
and stop buying toilet goods or medications?

But from the contacts we have with older people, and from our correspondence
with them all over the country. we know this is exactly what is happening.

It must be remembered that the Consumer Price Index reflects the consump-
tion patterns of workers, not retirees. This caveat is particularly relevant to a
discussion of food prices and the elderly because the CPI food index presently
understates food price rises for the poor.

The recent modernization in the rate of CPI food increases reflects a reduction
in the rate of price increases, in some cases actual price cuts, in the food stuffs
which might be characterized as a working family's "meat-potatoes" diet.

As a result, the CPT food group cannot adequately report that food items
common to the diet of the low income person are skyrocketing.

To notice this fact you must go beyond the aggregate classifications of the pre-
liminarv CPT reports for the previouq month and examine the itemization in the
C(P Detailed Report which is available about four months later. Unfortunately,
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the policy makers, the press, and the general public often stop at the first stage
of this information.

The August CPI Detailed Report reveals the unadjusted percentage price
increases during the preceding year for food items often found in the cupboard
of the poor elderly household:

Table 3.-Annual rate of Consumer Price Index increases for selected food items,
A.ugust 1973 to August 1974

CPI percentage
Food items: increase

Corn flakes------------------------------------------------------- 29. 4
Rice -------- ----- _----------------------- --------------------- 89..5
Bread, white ___________________________________________________ 27. 3
M ilk, fresh, skim…------------------------------------------------- 22.0
Fruit cocktail, canned_------------------------------------------- 26.8
Peas, green, canned…----- ------ ------ ------ ----------- --- - 25.2
Dried beans------------------------------------------------------ 146.9
M argarine ------------------------------------------------------- 56. 2
C offee, instant…---------------------------------------------------- 24. 7
Bean soup, canned------------------------------------------------ 52.7
Chicken soup, canned--------------------------------------------- 26.0
Spaghetti, canned------------------------------------------------ 21. 5
M ashed potatoes, instant…------------------------------------------ 23.1

Source: Bureau of Labor Statistice, U.S. Department of Labor.

Although we look forward to federal action to break up the food cartel, the
short-term dilemma of older people does not premit their surviving long-range
programs to improve the marketplace for the consumer.

I do not wish to dampen your enthusiasm for curbing price setting practices of
non-competitive businesses or eliminating obsolete and counterproductive govern-
ment regulations, but only to stress the immediate need for more direct action
to protect the elderly and other poor from the ravages of inflationary food
price Increases.

Before closing I would like to describe a recent development of major concern
to the National Council and other social action organizations affecting the nutri-
tion of the poor. I am referring to the action of President Ford to virtually
remove poverty level old people from the beneficial Food Stamp Program as of
the first of next March.

On August 23, two weeks into the Ford Administration, Mr. William R. Hutton,
our Executive Director, myself and a small group of other national representa-
tives of senior citizens, had the opportunity to meet with the new President.

Mr. Ford wanted to discuss with us the problems of the elderly, especially
in the double-digit inflation he inherited.

Coming into the Oval Office without much of a "sidelines warm up", I think
the President became more sensitive to the general problems of the elderly
as a result of our meeting. In addition, he expressed concern that older people
-have been bearing more than their fair share of the inflationary burden and can
be asked to bear no more.

But it appears that it did not take him long to learn the game plan and follow
the policies of his predecessor's team.

Last month the President proposed to cut $4.6 billion out of the Fiscal Year
1975 Federal Budget. largely in the area of basic social programs. Major cuts
were asked for in Food Stamps and Medicare, as well as smaller cuts in Social
Security and Medicaid.

Unfortunately for the elderly and the poor the Food Stamp change differs from
most of the other proposed cuts because it can be implemented by administrative
fiat without Congressional apnroval.

The change in the Food Stamp Program will require older people to pay
significantly greater percentages of their meager incomes to purchase food stamps.

Uinder the Ford program, already scheduled to take effect March 1. most all
recipients would he required to pay the program maximum of 30 percent of their
net ineomes for food stamps. At present. nearly all individuals pay 15 to 20
percent of income for food stamps and most couples pay 15 to 25 percent.
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The Community Nutrition Institute, a non-profit public interest research or-
ganization in Washington, D.C. has done an excellent job in analyzing the impact
of President Ford's food stamp scheme on the 15 million food stamp recipients,
two million of whom are over age 65.

Because of the basic Federal payments under the new Supplemental Security
Income program of $146 a month for an individual and $219 for a couple, the
SSI "disregard" of $20 from Social Security or unearned income, and the addi-
tional SSI payment of the most populous states, the elderly poor would effectively
be removed from the Food Stamp Program because their income would be toc
high!

SSI individuals with a net income of $146 a month-basic SSI benefit-would
be eligible for food stamps, but would have to pay $43.80 each month for $46
in food stamps. Presently such persons would pay $30 for $46 in stamps.

If the individual was like 70 percent of SSI beneficiaries who are able to
"disregard" $20 of Social Security, the person would be in the ironic situation of
paying more for food stamps than they are worth, $49.80 for $46 of stamps to be
exact. Presently, the person is paying $33 for that $46 benefit.

A retired couple receiving a basic $219 SSI payment would have to pay $65.70
or $71.70 if they are able to take advantage of the $20 "disregard" for $84 in
food stamps.

It is clear that a large number of food stamp recipients will leave the program
if this plan is carried out, either because their food stamp benefit would effec-
tively disappear; would be too small to go through the burden of applying for,
picking up and using food stamps; or because they will be unable to afford the
new price after paying increasing costs for other food items, rent, medical ex-
penses, and other fixed bills.

As a result, Mr. Ford will be able to achieve through administrative action
what his predecessor had unsuccessfully attempted to achieve through Congres-
sional action, that is the elimination of SSI recipients from the Food Stamp
Program and the gradual elimination of the program.

While preparing this statement I noted with great Interest an editorial in the
Washington Post of December 12. The editorial reviews a decision of U.S. District
Court Judge Miles W. Lord of Minneapolis:

"The case before Judge Lord (Bennett v. Butz), turned on the question of
whether the Department of Agriculture was conducting the food stamp program
as Congress intended. The act called for an 'outreach' program that would 'insure
the participation of eligible households.' Judge Lord, after hearing what Agri-
culture had to say in its defense about the fact that only half of those eligible
are receiving aid, said of Secretary Earl Butz; 'The secretary's response to the
congressional directive, when viewed in its totality, is fairly described as a total
failure on his part to do what the Congress clearly intended him to do.'"

It would appear that President Ford's food stamp scheme was developed to
thwart Congressional intent by a slightly different means.

We are pleased that concern is beginning to be generated within Congress to
stop by legislative action this ill-conceived notion of Mr. Ford's. We are aware
of an effort in the House by Congressmen Donald Fraser and John Heinz to build
sunport for Agriculture Committee action on this critical matter.

I strongly urge you and your colleagues to make one of the first priorities of
the 94th Congress the prohibition of this food stamp change and the strengthening
of Congressional intent about the purposes and policies of this essential social
program.

I thank you again for the opportunity to discuss with you the food problems
of the elderly and am looking forward to working with you in improving the
well-being of the American consumer.

Senator SCHWEIKIIR. I have been pinchhitting for Chairman
Proxmire. I have to go to a public service employment conference,
so I see one of our senior members has come here, on the committee,
so he has agreed to take over for the next witness.

Senator SPARKMAN. Thank you.
Senator SPARKMAN [presiding]. Mrs. Ann Brown, Chairman, Con-

sumer Affairs Committee. Americans for Democratic Action and the
District of Columbia Democratic Central Committee, and Mark
Silbergeld of the Consumer's Union. Will you come around, please?
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STATEMENT OF ANN BROWN, CHAIRMAN, CONSUMER AFFAIRS
COMMITTEE, AMERICANS FOR DEMOCRATIC ACTION, ACCOM-
PANIED BY MARK SILBERGELD, ATTORNEY, CONSUMERS UNION

Mrs. BROWN. Senator, I promise not to read all of this testimony.
It is everything you ever wanted to know and probably more about
concentration in the District of Columbia supermarkets. I am just
going to go through a small part of it for you.

It is a great privilege to appear before this committee to testify on
the subject of food chain pricing activities. These hearings focus on
the major issue concerning U.S. citizens today and that is high food
prices. You are absolutely on target to focus on the pricing policies
of the major food chains.

My remarks today are on a subject which has become a central
concern for our committee for several years-the lack of competition
in the District of Columbia area food chains because of a shared
monopoly among our major District of Columbia food chains. What
concentration means is lack of competition, and what lack of com-
petition means is higher prices. What higher prices means is a tre-
mendous burden to be borne by the citizens of the District.

You can fathom the effect on all people of the increase in food prices
because of rampant inflation and of their lack of ability to pay such
prices because of recession, who are forced to pay exorbitant food
prices, prices rising faster than even the national average.

But in the Nation's Capital each day "modern-day bread lines+ ex-
ist. Customers wait for hours in the cold to buy bread at thrift stores
that sell old bread not sold the previous days in supermarkets. "The
shelves are cleaned out so fast business is strictly first come, first
served," said a store manager. "These days even a few pennies is a big
savings," said a shopper at a store.

And yet, except for some conscientious officials, we were a lone voice
in the wilderness, bewailing this plight of District of Columbia shop-
pers for years.

Congressman Gilbert Gude alone of the District of Columbia area
government officials took up the criticism.

Local supermarket officials appear to be bothered only by attendant
publicity about the high concentration levels of District of Columbia
supermarkets. They do not seem to be bothered by the attendant bur-
dens borne by their customers.

Charles E. Mueller, Washington economist and lawyer, wrote:
Perhaps the second most important concept in economics today-second only

to the Keynesian proposition on the relationship between aggregate national
expenditures and full employment-is the concept of a relationship between the
structure of a product market and its social performance. In brief, it has been
established beyond the point of really serious dispute that, without any nec-
essary collusion or conspiracy, an industry becomes effectively monopolized when
the four largest firms control 50 percent of the market or more.

Beyond any doubt, the evidence of shared monopoly in District of
Columbia supermarkets is totally compelling. This evidence can be
divided into five areas:

1. Concentration levels of the District of Columbia grocery retail-
ing market,
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2. High entry barriers in the District of Columbia grocery retailing
market including evidence of predatory pricing,

3. Evidence of higher food costs of District of Columbia consumers,
4. Use of advertising to give an advantage to the large existing

chains, and
5. Analysis of profit data of the two largest District of Columbia

area grocery chains.
The situation of shared concentration in the supermarket industry

here, always high, has in fact worsened in recent years in the District.
The source of the information of the following appallingly high con-
centration levels in the District of Columbia is a highly respected
publication called Grocery Distribution Guide, 1973, published yearly
by Metro Market Studies, Inc. This data source is proven accurate
when measured against U.S. census data. Here is some of the relevant
information from the guide:

The top two firms-Giant and Safeway-in 1965 had 49 percent
of the market share; in 1973 these two had 50 percent of the market
share. This is just two firms. The top four firms, Giant, Safeway,
Grand Union, and A. & P., in 1965 had 67 percent of the market and
in 1973 had 71.8 percent of the market. The next highest in concentra-
tion level is 60 percent, in two cities-Philadelphia, Pa., and Atlanta,
Ga. The increase in concentration levels from 1965 to 1973 here in the
District was the largest single increase of any large city in the United
States.

The FTC staff described the District of Columbia situation in the
following way in their report entitled "Discount Food Pricing in
Washington, MIC.," in March, 1971:

In terms of traditional structural dimensions used to describe markets, grocery
retailing in the Washington area is a tight-knit oligopoly. Concentration of food-
store sales in the Washington metropolitan area is higher than all other major
cities according to the Bureau of the Census. The four largest chains of the
metropolitan area accounted for more than two-thirds of all foodstore sales.
This perwentage is half again higher than the average for the other cities rank-
ing among the 20 largest.

The Shop Rite case I will go into in a moment.
An FTC staff memo in 1971 estimated that the District of Columbia

consumers would have saved approximately $40 million if Shop Rite
Stores had been able to enter the market.

The $40 million is the estimate of how much supermarket prices
would have dropped with Shop Rite's successful entry. Lucky Stores
had announced they were going to open stores just around the im-
mediate District of Columbia area, whereupon the major chains in-
dicated they were going into something called discount pricing which
was a temporary lowering of prices and which the FTC staff indicated
was done to keep a new entrant from establishing itself.

There has been and continues to be an acceleration of high and ris-
ing food prices in District of Columbia. From the time of the FTC
staff report entitled "Discount food prices in Washington, D.C.," in
end of 1970 and beginning of 1971, to August 1973, Washington food
prices had increased 2.5-percent more than the national average. Since
every 1 percent of change is 1 percent of a billion and some dollars,
District of Columbia consumers are paying $60-$70 million more than
the national average. And this came during a time when prices should
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have been reduced approximately 2 percent, since games of chance and
trading stamps had been dropped.

Congressman Gude went on in his testimony to give further evidence
of rising prices: He said-

Evidence just released last week (end of February 1974) by the Bureau of
Labor Statistics not only confirms this trend of higher prices, but indicates it is
accelerating. The Consumer Price Index for food at home in Washington rose to
160.5 for January, highest of the 23 cities surveyed, and an increase of 3.0 per-
cent over the previous month.

An article in the Washington Star-News (April 1974) underlined
the urgency of the rises.

It noted that the Washington area has moved from the middle to
the head of the line in an eight-city survey of surpermarket prices over
the last 2 months. The article went on to say that despite recent sharp
declines in meat prices, meat in this area still costs more than in other
cities in the survey, all large metropolitan areas.

Other evidence of steep District of Columbia food prices came in a
survey taken by the American National Cattlemen's Association. This
association noted that Washington area retail beef prices were the
highest in the Nation-with averages higher even than the highs
reached last February-according to a survey conducted in 18 cities
and released September 12, 1974.

The cattlemen noted that overall beef prices were down across the
country, however.

District of Columbia supermarket meat prices do not reflect diops
at wholesale because of the anticompetitory situation.

Final evidence of oligopoly in the District's supermarkets is .estab-
lished by analysis of the profit data of the two largest District of
Columbia area supermarket chains-Giant and Safeway. Here, is' an
article from Superniarket News citing Giant's food profits in the
quarter ending November 1974. The article said:

Net earninga of Giant Food jumped 72.7 percent in the 12 weekis ended
November 2, and 61.3 percent in the 36 weeks.

The article indicates that Giant's profit rate is 1.1 percent after
taxes. In reality that rate is twice as high. Since the tax rate is 52
percent, the before tax percentage would equal 2.2 percent of sales.
Technical Study No. 7 (June 1966) by the National Commission on
Food Retailing notes that:

... If dominant market position increases a retailer's discretion over pricing,
promotion and other marketing decisions (both in buying and selling), the best

index of the degree of such discretion would be net income, rather than gross

profit margins (which include total operating costs as well as net income)...

The high profits associated with relatively large market position
suggest that such position confers a substantial advantage for the re-
tailer holding it.

Naturally the most important indication of profitability is profit on
equity, not margins.

When Shop Rite, before it had tried to enter the area, was doing an
advance survey of Washington area prices, they said they looked at
the market and decided they could come in 5-percent below the market
on the prices they would charge. They did put their money where their
mouth was and tried to enter, but were unsuccessful because of the
aforementioned predatory pricing practices of Safeway and Giant.
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It seemed only fitting that the FTC was investigating a possible
monopoly among the four largest supermarket chains in the District of
Columbia area.

Can you imagine our surprise when we came upon an article in
Supermarket News (August 13, 1973) with the headline: "FTC drops
monopoly probe."

The FTC Commissioners felt some sense of overriding privacy about
their decision, for the only public announcement was this tiny article
in that great in-house publication; Supermarket News. I sent a letter
to FTC Chairman Engman stating my views on the subject and asking
for an explanation of why the probe was dropped. Somehow the letter
found its way to the front page of the Washington Star-News (Octo-
ber 16, 1973).

Mr. Engman in a letter to our Consumer Affairs Committee stated
that the probe was dropped because concentration levels had decreased.
In fact this is patently untrue.

The Commission's reaction to these proddings by the Senate was
an announcement on March 7, 1974, of a food industry probe. Details
were not released until July 1, 1974, when the FTC confirmed a new
food investigation would focus on food prices in six major cities
including Washington, D.C. Also to be included in the probe was the
relationship between levels of concentration and retail food prices.

This appeared to me to be an odd development. The FTC had, 1
year ago, dropped its investigation of antitrust activities in the Wash-
ington, D.C. area. And here it was taking up a new study of high
concentration levels in six cities of which Washington, D.C. was the
most prominent example. The new study might take years to complete,
yet the old study had been essentially complete. How, with the perfect
case study available in District of Columbia, could the FTC possibly
take up a new six-city study of the same topic they had just dropped
in the District of Columbia?

Details of the new six-city investigation have been harder to come
by than hen's teeth.

Rumor has it that this investigation is not going anywhere and was
only announced in response to consumer and congressional pressures-
that this was a limited study for which no new price data was being
collected.

I do not want to spread rumors; I urge the Joint Economic Com-
mittee to find out for itself the real intentions and depth of this new
FTC probe.

All of the information I have stated to this point in my testimony
was painstakingly accumulated over the years through study of public
documents, on-the-record talks with economists and approved inter-
views at the FCC.

However, something new has been added about the Federal Trade
Commission. I have been privy to some additional information about
the FTC investigation that was so secretly dropped and I feel it is my
duty to reveal it to you. The information merely amplifies, expands
and strengthens my testimony to this point; it in no way contradicts
the basic thrust of what I was able to learn publicly.

In the Safeway case, there were subpenas issued in 1969. In 1972,
Safeway was still in noncompliance with these subpenas. That is a 3-
year delay. One wonders if the FTC ever intended to enforce the sub-
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penas. In the current six-city investigaton, the chains have refused to
respond without subpenas. So far no subpenas have been issued.

If they were issued, would they be enforced, like the 1969 subpenas
in the previous case?

The previous investigation of the Shop Rite case and concentration
in the District of Columbia supermarkets that was dropped was a, 4-
year investigation which cost taxpayers several hundred thousand
dollars.

A "fact memo" was drafted in the summer of 1972. It sat on Allan
Ward's desk, the former Director of the Bureau of Competition, for
over 1 year. One of the reasons for which the FTC dropped the case
was because they said the facts were stale.

The deciding memo on the FTC case was written by Douglas C.
Dobson on May 24, 1973. His memo, which was presented to the Com-
mission, recommended that the investigation be closed. Mr. Dobson
was new to the staff of the FTC and a believer in the Chicago school of
economics. He had no previous experience in the food field and had
not shared in any of the previous investigations.

He was unfamiliar with the evidence and based his market analysis
on the amount of advertising being done by the companies. His memo
did not question that there were high concentration levels in the Dis-
trict of Columbia, but Dobson contended that these high levels would
not lead to anticompetitive conduct. Dobson said, in effect, that preda-
tory pricing was not bad in itself, unless it led to high entry barriers.
Somehow he decided that the entry barriers had not been high. The
memo further did not make any use of stockholder equity ratios, even
though these were available. Yet this was the memo that decided the
vote by the FTC Commissioners, and was in fact presented to the
Commissioners.

The Commission vote against the District of Columbia case, which
was taken on July 24,1973, was a secret vote. One wonders how did the
Commissioners vote; only Mary Gardiner Jones put her views in
writing. Ms. Jones disagreed with the results of the Dobson memo.

A further added fact of interest is that Basil J. Meznies, who was
Executive Director of the FTC during the time of the last case, now
represents Giant Food on all FTC matters including the new
investigation.

Mr. Russell Parker wrote a memo he submitted on June 25, 1973.
This memo strongly disagreed with the Dobson memo. The Parker
memo in addition to the forementioned evidence, did bring to light
some new aspects about the high entry barriers in the District. For
instance, in 1972 K-Mart Discount Centers entered the area, but did
not open its own discount food department. K-Mart had previously
entered a hundred new markets in 30 states and in all of them had
opened a discount food operation, but, oddly enough, in the city of
Washington they did not open one.

Two separate market analyses were made, one by Lucky Stores
opening Memco in the area, and by Shop Rite before either of these
firms decided to enter the District of Columbia area. Both firms in
their analysis found a high price level in the District had a lack of
price competition.
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The analyses were made by firms that had been frequent and suc-
cessful new entrants in other areas. Each company invested large
sums of money based on these studies.

The May 25, 1973, memo by the Bureau of Competition lawyers
recommended that a complaint be issued against Giant and Safeway.
Many of the arguments in this strongly written complaint were al-
ready public knowledge. However, this memo adds much other in-
formation. The memo noted that food was a million dollar industry
and yet there was no serious price competition in the District of Colum-
bia. What existed was a general appearance of price competition.

There was rapid growth in the District of Columbia market and
yet, oddly enough though there were many new supermarkets buyers
in the area, especially in the suburbs, there were few new supermar-
ket entrants. The memo lists the new entrants. It has been said that
Lucky Stores is a new entrant. Lucky Stores relies not on the food
business but prefers to operate large discount stores with a food de-
partment. In fact, food is only one-fiftieth of Lucky's business and
is used mainly as a draw to get people to buy in the other depart-
ments in the store.

The FTC staff memo said that Safeway and Giant willfully main-
tain a tight-knit oligopoly market structure by means of anticom-
petitive conduct.

Mr. Willard Mueller, formerly Director of the FTC Bureau of
Economics, said in an interview that his "main concern was the prob-
able illegality of two oligopolists- following parallel and possibly
collusive programs which had the effect of further raising entry
barriers."

The major chains have remained unchallenged in their positions
for some years and, except for Giant Food, strong regional or local'
chains disappeared from the market.

The principal chains that do exist are vertically integrated; there-
fore they do not depend on local wholesalers or suppliers for supplies.
So more's the pity that for the District area the latter have practically
disappeared from the Washington, D.C., area.

Giant leases one quarter of its stores from Giant Food Properties,
Inc., a publicly held company with 25 percent of its stock owned by
Giant and Giant's principal shareholders.

The FTC staff memo goes on to describe in full the Shop Rite
story. It describes this situation as a predatory, malignant and har-
assing price war on the part of Giant and Safeway stores against the
entry of Shop Rite.

In the fall of 1967, after two Shop Rite stores had opened in the
District of Columbia area, there was constant checking of Shop Rite
stores in other areas of the country. This suggests a concern with the
overall quality of Shop Rite as a competitor, rather than with the
specific prices of the stores that had already opened.

Giant, in addition to lowering prices only in the immediate areas
of the new Shop Rite stores, engaged in other harassing tactics that
made Shop Rite's entry extraordinarily difficult.

Giant, probably in conjunction with Giant Food Properties, Inc.,
the shopping center landlord, refused permission for Shop Rite to put
its sign at the entrance of the shopping center used by both firms. This
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may not sound important but, if you cannot see the sign, you cannot
recognize the store from the road.

The FTC staff concluded that these responses to competition were
harassing rather than meeting competition in good faith.

The management of Lucky Stores had instituted a comprehensive
report done on the metropolitan area stores before they decided to
enter. The conclusion of this report with respect to nonprice com-
petition was that the District of Columbia area stores in general were
dirtv, smelly, poorly stocked and that Lucky could do better. Indeed,
Safeway stores were described by Lucky "not as neat and clean as
the usual Safeways on the -west coast." Giant, not Safeway, was
identified as the principal competitor of Lucky because it followed
"some fine practices"; but even it was said to "run a very sloppy
store."

A Lucky official concluded that the "lack of good competition had
caused Giant to become only slightly better than Safeway."

The FTC memo makes the point that in an unconcentrated market
each firm would Derceive its loss of sales to the new entrant as a very
small percentage of total sales; hence the drastic and dramatic re-
sponse by each firm would not have been expected.

The memo finally says that in a sustained oligopoly situation,
specific business practices which are carried on are the mechanisms
by which oligopoly preserves itself and, in fact, are the breeding
ground for future antitrust violations.

"Affirmative aggressive conduct calculated to drive out a competi-
tor is more than mere 'conscious parallelism,' it is a partnership in
evil," wrote the staff.

One can observe conscious parallelism in effect even today. During
the week before Thanksgiving (1974) it -was noted that the price for
turkeys by each of the four chains was 55 cents a pound.

Each of these big chains hit the price on the head; not one of the
four was 56, or 53 or 59 cents a pound. One can see that the chains
worked together silently without verbal agreement to maintain
similar prices.

Wrhat the aggregate of these memos provide is supporting evidence
to what we already knew: That the FTC's dropping of the case of
antitrust activities in the District of Columbia supermarket industry
--as not only a botched up procedure, it was a heartless one as well
for District citizens.

I must won(ler what the final decision was based on. It appears to me
it was based on recalcitr ance and possibly pressure from some sources.

It is clear what the solution to this enormous and costly situation
must be. Relief from high food prices must come to the District of
Colhmbia citizens. Competition must be restored to the marketplace.
Small chains can be just as efficient as the great big ones. The nasty
wvord "divestiture" is in fact the answer.

The break-up of these huge chains must be emploved if we do not
want the food industry to go further in its current direction of the
industries of automobile and steel. Divestiture could be obtained legis-
latively, particularly in Washington, D.C., proper. The entry of new
competition is especially urgent as well as especially difficult in the
center city.

52-78-75--9
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The limited growth potential of the center city requires such a
drastic step as divestiture.

I cannot tell you how the scheme can be worked out for the divestiture
but I can tell you that this cruel and inhumane condition of inordi-
nately high food prices cannot be tolerated much longer by the District
of Columbia shoppers.

Since our past city government officials, some of whom continue
in office, have been totally unresponsive to this problem and our Fed-
eral officials have responded in a negative manner and our supermarket
officials connive to continue this intolerable situation, the frustrations
of our District of Columbia citizens may again break out in a most
devastating manner.

I will be glad to answer any questions.
Senator SPARKMAN. I want to say to you you have given a tremendous.

lot of information in this paper of yours. You must have done great
work in pulling it together.

You brought out facts so fully and so clearly I hardly know how to,
pick your mind further on it.

Mrs. BROWN. It was worth the work, Senator, because it is a very vital
and critical subject.

Senator SPARKMAN. I think we will hear from Mr. Silbergeld of
the Consumer's Union and then question the two of you together as a
panel.

In fact, I may have to leave before you complete your paper, Mir.
Silbergeld. If so, my friend here will carry on.

Mr. SILBERGELD. Thank you, Senator Sparkman.
I won't read my paper. I will submit it for the record and try and

summarize it.
Senator SPARKMAN. It will be printed in full in the record.
AIr. SILBERGELD. I hope my summary will be short.
Senator SPARKlMAIN. Present it as you see fit.
Mr. SILBERGELD. Senator Sparkman, Consumer's Union very much

appreciates the committee's invitation to testify at these hearings. At
the same time. I must note that this is at least the fifth hearing we have
been invited to testify in on the subject of food prices, the first one
being hearings before this same committee a year and a half ago. Each
of the hearings seems still to be seeking basic information rather than
to formulate policies on which basis the Government can actually begin
now to deal with the problem. We are extremely concerned that this
system of our society trying to do economic analysis and data collec-
tion solely through the mechanism of congressional hearings really is
not enough and it isn't working, although the kinds of information
that MIrs. Brown has presented to you are the kinds of things that prob-
ably are best presented and discovered through congressional hear-
ings because then they are out in the open immediately rather than in
the files of an investigative agency.

There is a tremendous amount of boring but highly relevant statis-
tics which have to be collected. and not simplv one time, for the purpose
of one analysis, but systematically.

And so I must express a great deal of concern that nobody has ever
taken un on the recommendation of the National Commission on Food
Marketing which Congressman Rosenthal mentioned-he did not
mention this particular recommendation but he did mention the Com-
mission prominently in his testimony earlier-that the Congress
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charged the Federal Trade Commission with doing an on-going, not a
one-time, but an on-going analysis of structure and competition and
economic performance in the food industries, and that the Commission
make an annual report thereon to the Congress so that the antitrust
agency, the Congress of the United States, and the people know exactly
what is going on, on the basis of evidence obtained under compulsory
process, and on the basis of work done by a staff which is assigned to
the subject full time. And I should add that this will require a very
substantial authorization and appropriation because they cannot do it
with their present resources without disrupting other economic studies
that are essential to cases now before them and other industry analyses
which we also need.

[The prepared statements of Mrs. Brown and Mr. Silbergeld fol-
low:]

PREPARED STATEMENT OF ANN BROWN

Mr. Chairman and Members of the Joint Economic Committee: I am Ann
Brown, Chairman of the Consumer Affairs Committee of Americans for Demo-
cratic Action and the D. C. Democratic Central Committee. It is a great privilege
to appear before this Committee to testify on the subject of Food Chain Pricing
Activities.

Since I am a representative of local grass roots consumer organizations, I may
be expected to represent only the views of Ms. average consumer, and nothing
further. But this is a new era in consumer activism. I like to think of myself as
the kind of consumer advocate who is no longer simply a tape recording of how
the average consumer thinks. Rather, I like to think of myself as the kind of
advocate who collects and decimates the consumer interest while refining it and
educating this interest. For instance, in the last three years I have spent a great
deal of time along with a group of other consumer activists being educated on
the subject of economics by economists and legislators in and out of government.
How I wish I had taken more courses in economics at Smith College and less
courses on the Existentialist predicament.

The consumer advocate has come to realize that the major economic problems
confronting our nation are the major sources of consumer concern. The reason
is quite simple. In the end, it is the consumer who pays the bill. We no longer
treat consumer problems simply as questions of morality. The major issues tha'
are the greatest concern to us, the ones that cost us the most, really are not just
cases of moral terpitude.

These hearings focus on the major issue concerning U. S. citizens today-high
food prices. And you are absolutely on target to focus on the pricing policies of
the major food chains.

I will center my remarks today on a subject which has been a central concern
for our Committee for several years-the lack of competition in the District of
Columbia (D. C.) area food chains because of a shared monopoly among our
major D. C. food chains. What concentration means is lack of competition, and
what lack of competition means is higher prices. What higher prices means is a
tremendous burden to be borne by the people of the District.

You can fathom the effect on all people of the increase in food prices because
of rampant inflation and of their lack of ability to pay such prices because of
recession. But now imagine that problem of D. C. citizens, an impoverished group
to begin with, who are forced to pay exorbitant food prices, prices rising faster
than even the national average. The inhumanity and inequity of such a situation
boggles the mind. An urban family of four living on the U. S. Department of
Labor's Bureau of Labor Statistics' "lower level" budget spent 34 percent of its
disposable income on food in 1972 but had to spend 37 percent of disposable
income on food in 1973. For "intermediate level" families, food spending rose
from 30 percent of the consumption budget to 33 percent, and for "high level"
families the jump was from 27 percent to 30 percent of the consumption budget.
These percentages should still be accurate today, since food costs rose at roughly
the same rate as all other costs combined from September 1973 to September 1974.

Our Consumer Affairs Committee has come full circle in its sphere of interest.
Our first connection with the FTC was to petition the Commission to reouire
open dating in all food markets throughout the country. We have come to believe
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that although open dating is certainly a good idea. it is peripheral to the real
guts of the problem. This problem is antitrust and competition.

Bat in the Nation's Capital each day "modern-day Bread Lines" exist. Custo-
mers wait for hours in the cold to buy bread at thrift stores that sell old bread
not sold the previous days in supermarkets. "The shelves are cleaned out so fast
business is strictly first come, first served," said a store manager. "These days
even a few pennies is a big savings," said a shopper at a store.

And yet, except for some conscientious officials, we were a lone voice in the
wilderness, bewailing this plight of D.C. shoppers for years, Congressman Gil-
bert Gude alone of D.C. area government officials took up the criticism. Both Con-
gressman Gude and our Committee have been wildly berated by officials of the
two major local supermarket chains: Giant Foods, Inc., and Safewnay Stores, Inc.
Local supermarket officials appear to be bothered only by attendant publicity
-about the high concentration levels of D.C. supermarkets, not about the attendant
'burdens borne by their customers.

Mr. Joseph Danzansky, President of Giant Foods, said on November 19, 1974, in
testimony before the Subcommiitee on Domestic Marketing and Consumer Rela-
tions of the House Agriculture Committee:

In developing my testimony. I have asked myself, "What should be my objec-
tive? What's really important?

Is it to defend industry and our company from unwarranted and often malil-
.cious attacks?

Is it to level the finger of blame on some other hapless so-called culprit?
Or, is it to get on with President Ford's four C's-conciliation, compromise,

communication and cooperation-that are our only sound hope for impacting in-
ilation and its devastating effect on cattlemen, retailers and consumers alike.

I would like to add another C to the President's four C's and to Mr. Dan-
7anskv's recital of them-that is "Competition." And as a D.C. consnmer aflvocate
r will pledge my determination to "let competition begin at home"-to restore
competition to our local supermarket situation.

"Consumer Reports" printed in a May 1974 article:
According to classical economics. competition mniong middlemen should keep

a lid on consumer prices. The workings of a competitive marketplace should in-
sure the lowest food prices consistent with a reasonable profit-"reasonable"
meaning a profit sufficiently high to keep the "right" number of suppliers in busi-
ness. When profits rise above that level, more suppliers enter the business. and
increased competition forces prices down. When prices fall too low, the number of
suppliers decreases, and lowered competition permits prices to rise. Since compe-
tition determines price in the classical scheme of things, it follows that the con-
sumer interst demands healthy competition among food middlemen. But available
indicators suggest that competition is generally ailing in that giant industry.

Charles E. Mueller, Washington economist and lawyer, wrote:
Perhaps the second most important concept in economics today-second only

to the Keynesian proposition on the relationship between aggregate national ex-
penditures and full employment-is the concept of a relationship between the
structure of a product market and its social performance. In brief, it has been es-
tablished beyond the point of really serious dispute that, without any necessary
collusion or conspiracy, an industry becomes effectively monopolized when the four
largest firms control 50 per cent of the market or more.

'More than 25 major statistical studies in the last decade have all identified the
four-firm/50 per cent level as the point at which marked monopolistic effects set in
regarding prices, profits. and costs. This is a very conservative dividing line. In
other words, many American industries with less eoneentration-say, with five
firms having 50 per cent of the market or four firms with 40 per eent-also show
signs of monopoly: but the evidence is so pronounced at the four-firm/SO per cent
level that the significant monopolistic effects can safely be attributed to any in-
dustry which meets that test.

The Supreme Court has actually recognized a far stricter standard in one area
of antitrust law-mergers. In a 1966 case, United States v. Von'.s Groccry rwon-
pany. the Court disallowed a proposed merger between two California grocers
who each controlled only about 4.5 per cent of the market-on the grounids that
their combined market share of nine per cent would tend to restrict competition.
Since then, prevailing judicial decisions have prohibited direct mergers that give
two companies more than about eight or nine per cent of the market. BInt the
Supreme Court has not handed down antitrust decisions against the multitude of
existing companies that are already much more monopolistic than Von's Grocery.
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Beyond any doubt, the evidence of shared monopoly in D.C. supermarkets is
totally compelling. This evidence can be divided into five areas:

1. Concentration levels of the D.C. grocery retailing market;
2. High entry barriers in the D.C. grocery retailing market including evidence

of predatory pricing;
3. Evidence of higher food costs to D.C. consumers;
4. Use of advertising to give an advantage to the large existing chains; and
5. Analysis of profit data of the two largest D.C. area grocery chains.
The situation of shared concentration in the supermarket industry, always

high, has in fact worsened in recent years in the District. The source of the iin-
formation of the following appallingly high concentration levels in D.C. is a highly
respected publication called "Grocery Distribution Guide, 1973," published yearly
by Metro Market Studies, Inc. This data source is proven accurate when meas-
ured against U.S. Census data. Here is some of the relevant information from
the Guide:

The top two firms-Giant and Safeway-in 1963 had 49% of the market share;
in 1973 these two had 58% of the market share. The top 4 firms-Giant, Safeway,
Grand Union and A & P-in 1965 had 67% of the market and in 1973 had 71.8%
of the market. The next highest in concentration level is 60%, in two cities-Phila-
delphia, Pa. and Atlanta, Georgia. The increase in concentration levels from 1965
to 1973 was the largest single increase of any large city in the United States.

The FTC staff described the D.C. situation in the following way:
In terms of traditional structural dimensions used to describe markets, grocery

retailing in the Washington area is a tight-knit oligopoly. Concentration of food-
store sales in the Washington metropolitan area is higher than all other major
cities according to the Bureau of the Census. The four largest chains of the met-
ropolitan area accounted for more than two-thirds of all foodstore sales. This
percentage is half again higher than the average for the other cities ranking
among the 20 largest. (Discount Food Pricing in Washington, D.C., Staff Economic
Report of the Federal Trade Commission, March, 1971).

This FTC staff report goes on to describe the remarkable series of failures of
new entries into the D.C. market. Of course, price competition is stimulated most
effectively by the entry of new competitors.

Entry barriers in the market have also been high. Prior to Lucky's (Lucky
Stores) current attempt, two chains have attempted entry over the last decade.
Both of these chains failed in their plans to become established competitors. The
Kroger Co., the Nation's third largest grocery chain, entered the market in 1960
by acquiring a small local chain. After making a substantial effort to expand its
market share, Kroger sold its Washington area stores in 1966 to the Consumer
Co-op, a smaller grocery chain which was already operating in the area.

The second attempted entry was by Shop Rite in 1967. Shop Rite (Foodarama)
was an aggressive discounter from the New Jersey area and had a history of suc-
cessful entries into several east coast cities before attempting to enter the Wash-
ington Market. Approximately 2 weeks prior to Shope Rite's initial opening of two
stores in the Washington market, the two leading Washington area chains cut
prices in their stores located in the immediate vicinity of the stores Shop Rite
had scheduled to open. The price cuts were confined only to those stores and to
stores in the area of a third store Shop Rite subsequently opened. As a result, the
average price levels of those stores were substantially lower than the level of
prices in the other Washington area stores operated by these chains. Those stores
for which profit data were available sustained substantial losses after the price
cuts, while prior to the cuts they had earned substantial profits.

Here is a clear example of predatory pricing. An FTC staff memo in 1971
estimated that D.C. consumers would have saved approximately $40 million
if Shop Rite Stores had been able to enter the market. The $40 million is the
estimate of how much supermarket prices would have dropped with Shop Rite's
successful entry.

The tactics of Safeway and Giant when Lucky Stores attempted to enter the
D.C. area market are accurately described by Congressman Gude in a statement
on March 1. 1974, before the Consumer Subcommittee of the Senate Commerce
Committee:

The third of attempted entry was not met with the same tactics on the part
of the major chains, perhaps because of the Federal Trade Commission's in-
vestigation into the Shop Rite case. The announcement in the spring of 1970 by
Lucky Stores (Memco) that it was planning to enter the Washington market
was met by announcements of the major chains here that they were going to
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initiate discount pricing policies. The actual switch to discounting by the major
chains occurred a few months later, in August 1970, just days before the two
Memco stores opened.

Interestingly, this was the same tactic Safeway and other chains had used
in 1968 in San Francisco, when Lucky Stores entered the market there.

The switch to discounting, which the FTC staff indicated was done to keep
a new entrant from establishing itself, clearly had short-run benefits for con-
sumers. The monthly Consumer Price Index for food in Washington as com-
pared to the rest of the Nation shows clearly that prices in Washington had been
rising faster than those in the rest of the Nation until mid-1970 when discount-
ing began. From that point, prices rose more slowly than the Nation until mid-
1972, when unexplained events led to a renewed sharp increase. It appears from
-this that the discounting policy was only temporary.

There has been and continued to be an acceleration of high and rising food
prices in D.C. From the time of the FTC staff report entitled '-Discount Food
prices in Washington, D.C." in end of 1970 and beginning of 1971, to August
1973, Washington food prices had increased 2.5% more than the national aver-
age. Since every 1% of change is 1% of a billion and some dollars, D.C. con-
sumers are paying $60-70 million more than the national average. And this is
during a time when prices should have been reduced approximately 2%, since
games of chance and trading stamps were dropped.

Further proof can be found in a little observed fact about the nature of the
price rises in D.C. in relation to the national average. It is not in the area of
locally produced products, such as dairy products or bread, that the greatest
price occurred. But it is the nationally produced items for which local retailers
charged more. Do not forget that local retailers, who have discretionary pricing
power in this market due to lack of competition, have recently observed the
breaking up of the bread pricing conspiracy in Baltimore, Maryland, where
Giant Food has a good market share and the breaking up of the Seattle, Wash-
ington, bread price conspiracy, where Safeway Stores has a good market share.

Congressman Gude went on in his testimony to give further evidence of rising
prices:

Evidence just released last week (end of February 1974) by the Bureau of
Labor Statistics not only confirms this trend of higher prices, but indicates it
Is accelerating. The Consumer Price Index for food at home in Washington rose
to 160.5 for January, highest of the 23 cities surveyed, and an increase of 3.0 per-
cent over the previous month and well above the national average of 1.8 per-
cent. Only one city on the list had a greater increase. Baltimore, a city of com-
parable size and location, experienced an increase of only 1.0 per cent.

My own survey verifies this trend. I had compiled a list of food necessary to
feed a low-income family of four for one week, and sent volunteers out to price
this food in Baltimore and in the Washington area. Volunteers were instructed
to choose the store brand, or if that was not available,.the cheapest brand on
the shelf. In the case of one major chain. of 41 items actually priced. 13 were
lower in Baltimore and 5 were higher. The total shopping list cost $34.49 in
Baltimore and $35.24 in Montgomery County-a difference of approximately 2.2
per cent.

In the second major chain surveyed, of 44 items priced. 16 were lower in Balti-
more and 5 were higher. The total list cost $38.22 in Montgomery County and
$36.89 in Baltimore, a difference of 3.6 per cent.

An article in the "Washington Star-News" (April 1974) underlined the
prgency of the. rises. It noted that the Washington area has moved from the
middle to the head of the line in an eight-city survey of supermarket prices
ever the last two months. The article went on to say that despite recent sharp
b1eelines in moat prices, meat in this area still costs more thain in other cities in
the survey, all large metropolitan areas. This means that while county residents
can pay higher meat prices and grumble, many D.C. residents can't eat meat at
all. Prices were checked at Giant and Safeway stores on Wisconsin Avenue,
N.W. "Management at both stores assured reporters that prices were uniform
throughout the stores in each chain."

In a ten-city survey reported on March 7, 1974, a market basket of food in
Washington, D.C., was second highest in the Nation. The survey also showed
no items here that were cheaper than elsewhere in the Nation and only corn
Bakes and oranges were as low as the lowest prices in the other cities surveyed.

Other evidence of steep D.C. food prices came in a survey taken by the Ameri-
Can National Cattlemen's Association. This Association noted that Washington
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area retail beef prices were the highest in the Nation-with averages higher
even than the highs reached last February-according to a survey conducted
in 18 cities September 12, 1974.

The Cattlemen noted that overall beef prices were down across the country,
however. In fact, retail beef prices of five representative cuts in supermarkets
averaged 3 cents per pound lower than the previous month and 15 cents lower
than the highs reached the previous winter.

Further, cattle prices had recently shown sharp declines, according to the
survey, reflecting increases in total beef production.

D.C. supermarket meat prices do not reflect drops at wholesale because of
the anticompetitory situation.

Supermarket personnel argue that prices are high in D.C. because in the Dis-
trict suburbs live affluent people. This factitious argument implies that local
-supermarkets charge what the traffic will bear. The way the economic system is
supposed to work is that if supermarkets can charge higher prices, there should
be new entries in the market. The real implications of the argument confirm
that there is monopoly here because the two large chains have the ability to
charge more with no real cost justification.

On the relationship of the concentrated D.C. supermarket industry and adver-
tising cost, Dr. Willard F. Mueller, Villas research professor at the University
-of Wisconsin, testified before the Senate Subcommittee on Monopolies and Com-
mercial Law in the summer of 1974 that:

Washington, D.C., is one of the most concentrated food grocery retailing
markets. The top four chain's share of grocery store sales in the Washington
metropolitan area rose steadily between 1954 and 1967-from 56% to 70.3%/c.
The largest chains have a strong grip on this market. They have forestalled
'potential competition entry by engaging in tactics to discourage entry into the
market. Although I have no information on curernt practices, in the 1960s re-
tailers that held a dominant market position in the city received larger advertis-
ing allowances from their suppliers than they spent on the products for which
they received the allowances. In other words, they actually enjoyed a profit on
their advertising allowances. This situation gives dominant firms a pronounced
advantage over smaller rivals, who typically have net advertising costs of 2%
of sales. This difference in advertising costs of dominant and small chains and
independents can be decisive in food retailing where pretax profit margins
typically run between 2% and 3% of sales.

Dr. Mueller is perhaps the foremost expert on this matter of concentration in
the retail food industry.

Final evidence of oligopoly in the District's supermarkets is established by
analysis of the profit data of the two largest D.C. area supermarket chains-Giant
and Safeway. Here is an article from "Supermarket News" on Giant's food profits
in the quarter ending November 1974:

Giant Food Profits Soar 72.7% On Rise In Sales For Quarter Landover, Aid.
(FNS)-Net earnings of Giant Food jumped 72.7 percent in the 12 weeks ended
November 2, and 61.3 percent in the 36 weeks.

Earnings in the quarter were $1.9 million, or 56 cents a share, against $1.1
million, or 32¢, a year earlier. Nine months net amounted to $5 million, or $1.50
a share against $3.1 million, or 94¢.

Quarterly sales totaled $167.7 million, or 10.6 percent higher than $151.6 million
in 1973. Revenue for the 36 weeks was up 12.8 percent to $497.1 million, from $440.8
million.

The profit-to-sales ration was 1.1 against 0.72 percent in the quarter, and 1.0
against 0.70 percent in the nine months.

The article indicates that Giant's profit rate is 1.1%o after taxes. In reality that
-rate is twice as high. Since the tax rate is 52%, the before tax percentage would
equal 2.2% of sales. "Technical Study No. 7" (June 1966) by The National
Commission on Food Retailing notes that:

.. .if dominant market position increases a retailer's discretion over pricing,
promotion and other marketing decisions (both in buying and selling), the best
index of the degree of such discretion would be net income, rather than gross
profit margins (which include total operating costs as well as net income).

The high profits associated with relatively large market position suggest that
*such position confess a substantial advantage for the retailer holding it. The facts
further indicate that high profits associated with strong market position may be
maintained for years without an erosion of either profit or market position.
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Naturally the most important indication of profitability is profit on equity, nu-
margins.

When Shop Rite was doing an advance survey of Washington area prices, they
said they looked at the market and decided they could come in five percent below
the market on the prices they would charge. They did put their money where their
mouth was and tried to enter, but were unsuccessful because of the aforemen-
tioned predatory pricing practices of Safeway and Giant.

It seemed only fitting that the FTC was investigating a possible monopoly
among the four largest supermarket chains in the D.C. area. Can you imagine my
surprise when I came upon an article in "Supermarket News" (August 13, 1973)
with the headline: FTC drops monopoly probe. The disgrace of this action on the-
part of the FTC can hardly be overemphasized. Evidently the FTC Commissioners
felt some sense of overriding privacy about their decision, for the only public
announcement was this tiny article in that great in-house publication: "Super-
market News." I sent a letter to FTC Chairman Engman stating my views on thesubject and asking for an explanation of why the probe was dropped. Somehow
the letter found its way to the front page of the "Washington Star-News"
(October 16, 1973).

Remarkably, since the time of the public announcement of the dropping of theprobe in September, the level of Washington prices, according to Bureau of Labor
statistics, has risen from $18 million more than the national average or to $60million more than the national average in December 1973. In September 1973,
prices in Washington, D.C., rose approximately 1 percent more than the national
average. In December 1973. the rise of Washington, D.C., prices was 3 percent more
than rise in prices nationally, and the highest level in two years. The time for this
enormous change coincides exactly with the dropping of the FTC probe. One pos-
sible explanation for the tremendous rise relative to the national average is the
publicized dropping of the D.C. concentrated supermarket probe.

Mr. Engman in a letter to our Consumer Affairs Committee stated that the
probe was dropped because concentration levels had decreased. In fact this is
patently untrue. D.C. concentration levels had in reality increased from 67.6 per
cent of the market in 1968 to 71.8 per cent in 1973. At FTC Oversight Hearings ofthe Senate Consumer Subcommittee I fervently urged resumption of the investi'
gation, as did several other witnesses.

The Commission's reaction to these proddings was an announcement on
March 7. 1974, of a food industry probe. Details were not released until July 1,
1974, when the FTC confirmed a new food investigation would focus on foodprices in six major cities including Washington, D.C. Also to be included in the
probe was the relationship between levels of concentration and retail food prices.

Now here was an odd development. The FTC had, one year ago, dropped its
investigation of antitrust activities in the Washington, D.C., area. And here it was
taking up a new study of high concentration levels in six cities of which Wash-
ington, D.C., was the most prominent example. The new study might take years
to complete, yet the old study had been essentially complete. How. with the per-
fect case study available in D.C.. could the FTC take up a six-city study of the
same topic they had just dropped in D.C.? If it is true that God works in strange
ways, unfathomable to man, it is equally true that so does the FTC. This is, of
course. a limited simile.

Details of the new six-eity investigation have been harder to come by than
hen's teeth. At a meeting with the FTC Commissioners and national consumer
leaders in July 1974, I asked about the new probe to no avail. Local reporters
interested in the probe have said their sources cannot tell them whether this
probe is a P.R. gimmick or a substantial investigation. Rumor has it that thisinvestigation is not going anywhere and was only announced in response to con-
sumer and Congressional pressures-that this was a limited study for which nonew price data was being collected. Far he it from me to spread rumors: I urge
the Joint Economic Committee to find out for itself the real intentions and depthof this new FTC probe,

All of the information I have stated to this point in my testimony was pains-
takingly accumulated over the years through study of public documents, on-the-
record talks with economists and approved interviews at the FTC.

However, something new has been added. I have been privy to some additional
information about the FTC investigation that was so secretly dropped and I feelit is my duty to reveal it to you. The information merely amplifies, expands and
strengthens my testimony to this point; it in no way contradicts the basic thrust
of what I was able to learn publicly.
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First of all, the food chains in various Congressional testimony have been able

to make their margins appear smaller by shifting the costs forward. They simply

charge more to the individual stores on products brought into the warehouse.

Second, the chains have been mighty recalcitrant about revealing corporate

information that has been subpoenaed. In the Safeway case, there were sub-

poenas issued in 1969. In 1972, Safeway was still in noncompliance with these

subpoenas. That is a three year delay. One wonders if the FTC ever intended to

enforce the subpoenas. In the current six-city investigation, the chains have re-

fused to respond without subpoenas. So far no subpoenas have been issued. If they

were issued, would they be enforced, unlike the 1'J9 subpoenas in the previous

case?
The previous investigation of the Shop Rite case and concentration in the D.C.

supermarkets that was dropped was a four-year investigation which cost tax-

payers several hundred thousand dollars. A "fact memo" was drafted in the

summer of 1972. It sat on Allan Ward's desk for over one year! One of the reasons

for -which the FTC dropped the case was because they said the facts were stale.

Unlike wine, these facts did not age gracefully, especially since they were aged

by neglect on the part of FTC upper-level staffers.
The deciding memo on the FTC case was written by Douglas C. Dobson on

May 24. 1973. His memo, which was presented to the Commission, recommended

that the investigation be closed. MNr. Dobson, a man of good will I am sure, was

new to the staff of the FTC and a believer in the Chicago school of economics. He

had no previous experience in the food field and had not shared in any of the

previous investigations. He was unfamiliar with the evidence and based his

market share analysis on the amount of advertising being done by the company.

His memo did not question that there were high concentration levels in the Dis-

trict of Columbia, but Dobson contended that these high levels would not lead to

anticaiiipetitive conduct. Dobson said, in effect, that predatory pricing was not

bad in itself unless it led to high entry barriers. Somehow he decided that the

entry barriers had not been high. The Dobson memo rewarded big market power

and substantially punished consumers. The memo further did not make any use

of stockholder equity ratios, even though these were available. Yet this was the

memo that decided the vote by the FTC Commissioners, and was in fact presented

to the Commissioners. There were no staff advocates involved in the Dobson

presentation.
In fact, the two leading attorneys on the case, Mr. Gavies and 'Mr. Lipson, went

on to other cases. The Commission vote against the D.C. case, which was taken on

July 24, 1973, was a secret vote. One wonders how did the Commissioners vote;

only 'Mary Gardiner Jones put her views in writing. 'Ms. Jones disagreed with the

results of the Dobson memo.
A further added fact of interest is that Basil J. 'Mezines, who was Executive

Director of the FTC during the time the last case was wandering around the

FTC, now represents Giant Food on all FTC matters including the new investi-

gation. Does this have conflict of interest implications?
Dr. Russell Parker, on June 2.5, 1973, submitted a memo that disagreed with the

Dobson memo. I don't know if the FTC Commissioners ever saw or considered the

Parker memo. To my mind, it is much more persuasive than the Dobson memo.

However, this may be a matter of my own prejudice. It is certainly as equally

worthy of consideration as was the Dobson memo.

The Parker memo strongly recommended that the Dobson recommendation to

bring no complaint was wrong. He based his argument on data concerned with

the nature of D.C. grocery store sales, the condition of entry and the high-level of

concentration which was in fact increasing. He noted that entry barriers were

high and that pecuniary advantages were accruing to the large chains in news-

paper advertising and purchase. He also deseribed how costly it was for a new

entry to gain the necessary sales volume for a low-cost efficient operation because

of market saturation. Dr. Parker contended in his memo that the real informa-

tion supported the staff recommendations of the Bureau of Competition (FTC) as

stated in a staff memo.
The Parker memo did bring to light some new aspects about the high entry

barriers in the District of Columbia. For instance, in 1972 K-Mlart Discount

Centers entered the area, but did not open its own discount food department.

K-Mart had previously entered a hundred new markets in 30 states and in all

of them had opened a discount food operation, but, oddly enough, in the city of

Washington they did not open one.
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Two separate market analyses were made by Lucky Stores and by Shop Ritebefore either of these firms decided to enter the D.C. area. Both firms in theiranalysis found a high price level in the District of Columbia and a lack of pricecompetition. The analyses were made by firms that had been frequent and suc-
cessful new entrants in other areas. Each company invested large sums of money
based on these studies.

The May 25, 1973, memo by the Bureau of Competition lawyers recommended
that a complaint be issued against Giant and Safeway. Many of the argumentsin this strongly written complaint were already public knowledge. However,this memo adds much other information about why the lawyers advocated thata complaint he issued. The memo noted that food was a million dollar indus-
try and yet there was no serious price competition in D.C. What existed was ageneral appearance of price competition. There was rapid growth in the D.C.market and yet, oddly enough, though there were many new supermarket buyersin the area, especially in the suburbs, there were few new entrants. The memolists the new entrants: Grand Union in 1956, Food Fair in 1961, Kroger in 1960,Foodarama (known as Shop Rite) in 1967, and Lucky Stores (locally known asMemco) in 1970. The history of these new entrants is basically one of littlesuccess. Kroger pulled out; Foodarama (Shop Rite) was forced out; GrandUnion has been a puny and paltry fourth of the big-four supermarket chains:
and Lucky Stores relies not on the food business but prefers to operate largediscount stores with a food department. In fact, food is only one-fifth of Lucky'sbusiness and is used mainly as a draw to get people to buy in the other de-
partments in the store.

The FTC staff memo said that Safeway and Giant willfully maintain a tight-knit oligopoly market structure by means of anticompetitive conduct.
Dr. Willard Mueller, formerly Director of the FTC Bureau of Economics,said in an interview that his "main concern was the probable illegality of twooligopolists following parallel and possibly collusive programs which had the

effect of further raising entry barriers."
The staff sent questionnaires to the major firms in 1972 and, true to form,the major firms in 1973 still had not answered the questionnaires. That is nota very good example of firms that claim high efficiency. One wonders what theyhave to hide.
The major chains have remained unchallenged in their positions for someyears and, except for Giant Food, strong regional or local chains disappeared

from the market. The principal chains that do exist are vertically integrated;
therefore they do not depend on local wholesalers or suppliers for supplies. So,the latter have practically disappeared from the Washington, D.C. area.

This indicates further barriers to entry, which are: Lack of (1) a viablewholesale market; (2) Use of store opening policy and shopping center prefer-ence, exclusionary lease policies; (3) High cost of advertising; and (4) predatorypricing by established firms.
Giant leases one quarter of its stores from Giant Food Properties, Inc., apublicly held company with 25 percent of its stock owned by Giant and Giant's

principal shareholders. This is certainly an illustration of vertical integration.
Concerning advertisements, allowances are received from manufacturers bythe chains which pay a great proportion of food store advertising. The basisfor these allowances is "on the per case bought." So the retail firms with largevolumes receive advertising allowances in excess of their costs.
The FTC staff memo goes on to describe in full the Shop Rite story. It de-scribes this situation as a predatory, malignant and harassing price war onthe part of Giant and Safeway stores against the entry of Shop Rite. Inter-estingly enough, Safeway maintained a clipping file on its "competition" in-cluding Shop Rite, and these clippings uniformly picture the Shop Rite operationas efficient, aggressive, and low priced. One clipping in the Safeway file listsamong other reasons contributing to Shop Rite's success that Shop Rite storesare pace setters in everything and that "Shop Rite's low prices and low margin

combined with dramatic promotion and efficient store operation creates kingsize traffic that sharply reduces fixed expenses as a percent of overhead. Highvolume also has self-perpetuating features. A... Another clipping describedthe price war kicked off in Philadelphia by the opening of two Shop Rite storesin 1965. In the fall of 1967, after two Shop Rite stores had opened in the D.C.area, there was constant checking of SLop Rite stores in other areas of the-



135

country that suggest a concern with the overall quality of Shop Rite as a com-petitor, rather than with the specific prices of the stores that had already opened.
Giant, in addition to lowering prices only in the immediate areas of the newShop Rite stores, engaged in other harassing tactics that made Shop Rite's entry

extraordinarily difficult. At least three weeks prior to Shop Rite openings, Giantinitiated a barrage of weekly circulars which appeared very similar to the slogans
and format that Shop Rite usually used. These circulars were, of course, dis-tributed only to the homes in the area of the Shop Rite store. Giant, probably
in conjunction with Giant Properties. Inc., the shopping center landlord, refused
permission for Shop Rite to put its sign at the entrance of the shopping center usedby both firms. This may not sound important but, if you cannot see the sign you
cannot recognize the store from the road. The FTC staff concluded that these re-sponses to competition were harassing rather than meeting competition in good
faith.The management of Lucky Stores had a comprehensive report done on themetropolitan area stores. The conclusion of this report with respect to nonprice
competition was that D.C. area stores in general were dirty, smelly, poorly
stocked and that Lucky could do better. Indeed, Safeway stores were describedby Lucky as "not as neat and clean as the usual Safeways on the west coast."-
Giant, not Safeway, was identified as the principal competitor of Lucky because itfollowed "some fine practices"; but even it was said to "run a very sloppy store."
A Lucky official concluded that the "lack of good competition had caused Giant
to become only slightly better than Safeway."

The manager of Lucky's Washington operation also commented on the absence
here of "discounting." The memo goes on to note that as the Commission has
observed in "Beatrice Foods," 67FT473, 716(1965), "The large seller in a eoncen-
trated market knows that the entry of new competitors would jeopardize the
stable price structure of the market and might well lead to lower prices as a result
of greater competition and, hence, lower profit." If the metropolitan market were
operating in a competitive manner, established firms would have had very little
to fear from a new entrant since his entry prices would not have been sub-
stantially lowver than the prevailing competitive level. The FTC memo makes the
point that in an unconcentrated market each firm would perceive its loss of sales
to the new entrant as a very small percentage of total sales; hence the drastic and
dramatic response by each firm would not have been expected.

The FTC memo concludes that from 1941 through 1955 Safeway was convicted
of six criminal violations of the Sherman Act. Furthermore, in 1928 Safeway
illegally entered the area market by illegally acquiring Sanitary Stores.

The memo says that in a sustained oligopoly situation, specific business practicees
which are carried on are the mechanisms by which oligopoly preserves itseif
and, in fact, are the breeding ground for future antitrust violations. "Affirmative
agressive conduct calculated to drive out a competitor is more than mere 'conscious'
paralleism,' it is a partnership in evil," wrote the staff. One can observe conscious
parallelism in effect even today. During the week before Thanksgiving (1974),
I noted that the price for turkeys by each of the four chains was 55 cents a pound.
Each of these chains hit the price on the head; not one of the four was 56, or 53
or 59 cents a pound. One can see that the chains worked together silently without
verbal agreement to maintain similar prices.

What the aggregate of these memos provide is supporting evidence to what we
already knew: that the FTC's dropping of the case of antitrust activities in the
D.C. supermarket industry was not only a botched up procedure, but a heartless
one as vell for District citizens. I must wonder what the final decision was based
on. It appears to me it was based on recalcitrance and perhaps pressure from some
sources.

It is clear what the solution to this enormous and costly situation must he.
Relief from high food prices at this horrendous time of recession must come to,
D.C. citizens. Competition must be restored to the marketplace. Small chains
can be just as efficient as the great big ones. The nasty word "divestiture" isin fact the answer. Divestiture must be employed if we do not want the food
industry to go farther in its current direction of the industries of automobile and.steel. Divestiture could be obtained legislatively, particularly in Washington,
D.C., proper. The entry of new competitors is especially urgent as well as espe-
cially difficult in the center city. The limited growth potential of the center
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city requires such a drastic step as divestiture. The exact formula for divest1Iure
by Safeway and Giant can be worked out by others more knowledgeable than
I am.

I can tell you, however, that this cruel and inhumane condition of inordinately
high food prices cannot be tolerated much longer by D.C. shoppers. Since our
past city government officials, some of whom continue in office, have been totally
unresponsive to this problem and our Federal officials have responded in a nega-
tive manner and our supermarket officials connive to continue this intolerable
situation, the frustrations of our D.C. citizens may again break out in a most
devastating manner. We will not be controlled by more policemen on the street.
We will not be appeased by the purchase of a new baseball team. We will not
be deceived by donations of food to poor people in campaigns or by training
sessions for D.C. jail inmates. The D.C. citizen can only be satisfied by the break-
up of this terrible supermarket monopoly which impoverishes and humiliates
us both spiritually and monetarily.

APPENDIX

TABLE I.-CLASSIFICATION OF FOOD MANUFACTURING INDUSTRIES ACCORDING TO BAIN'S CONCENTRATION
TYPES

Number of industries and percent of food industry 2 value added

Local market
National or industries

reginal (average
industries concentration) Total for type

Value Value ValueBain's industry concentration type I Number added Number added Number added

1. Very highly concentrated oligopolies - - 9 14 (') 9 1411. High concentrated oligopolies - -3 2 1 3 4 5111. High-moderate concentrated oligopolies - - 5 8 3 32 8 40IV. "Low-grade" oligopolies - -12 22 None - - 12 22V. Unconcentrated industries - -10 19 None - - 10 19
Total -39 65 4 35 43 100

IJoe S. Bain, "Industrial Organization," John Wiley & Sons, 1959, pp. 124-133. Bain's type 1, very highly concentratedclass, includes industries whose top 8 firms control 90 percent or more of production or whose top 4 control 75 percent ormore. The equivalent percentages for type 11 are 85 to 90 percent for the top 8 or 65 to 75 percent for the top 4. Type IIl,70 to 85 percent for the top 8 or 50 to 65 percent for the top 4. Type IV, 45 to 70 for the top 8 or 35 to 50 for the top 4.Unconcentrated industries would fall below type IV.
2 Food and kindred products industries, excluding alcoholic beverages.
3 Local and small regional market industries were classified by average concentration. However, 4-firm concentrationratios of some markets of local and small regional market industries would cause them to be classed as type 1.
Source: "The Structure of Food Manufacturing," technical study No. 8, National Commission on Food Marketing.

TABLE 2.-MARKET SHARE OF 20 LEADING GROCERY CHAINS, SELECTED YEARS, 1954-70

[In percent]

Share of total grocery store sales in-
Chains 1954 1958 1963 1967 1969 1970

1st to 4th largest -20.9 21.7 20.0 20.0 20.5 20.15th to th largest - 4.5 5.8 6.6 7.2 8.0 8.11st to 8th largest- 25.4 27.5 26.6 27.2 28 5 28.29ttrto 2Oth largest ---------- 45 6.6 7. 4 9. 8 11.5 11.8ost to 20th largest --- 29.9 34. 1 34.0 37.0 40.0 40..0

Source: National Commission on Food Marketing, Organization and Competition in Food Retailing, June 1966; esti-mates for 1967, 1969, and 1970 were computed from sales of food chains, and total sales of grocery stores reported byBureau of the Census, "Census of Business Retail Trade and Annual Retail Trade Reports."
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TABLE 3.-PROFIT RATES OF FOOD MANUFACTURING FIRMS ASSOCIATED WITH VARIOUS LEVELS OF INDUSTRY
CONCENTRATION AND ADVERTISING-TO-SALES RATIOS

Advertising-to-sales ratio (percent)- 1.0 2.0 3.0 4.0 5.0

Associated net firm profit rates as a percent of stock-
holders equity 2

4-firm concentration:'
40 - 6. 3 7.4 8.5 9.6 10. 7
45 -8.0 9.1 10. 2 11.3 12.4
50 -9.3 10.4 11.5 12.6 13. 7
55 -10.3 11. 4 12.5 13.6 14. 7
60 - 1.0 12.1 13.2 14.3 15.4
65 -11.4 12.5 13.6 14.7 15. S
70 -11.5 12.6 13.7 14.8 15.9

X The average concentration ratio (weighted by the company's value of shipme nts) of the product classes the company
operated in 1950.

2 Profit rates were calculated from the regression equation shown in appendiz table 4-2. Other variables influencing
company profitability were held constant at their respective means. These variables were the firm's relative market
share, growth in industry demand, firm diversification, and absolute firm size. Profit rates are averages for the years 1949-
52. Advertising-to-sales ratio is for the year 1950.

Source: Federal Trade Commission, "Economic Report on the Influence of Market Structure on the Profit Performancer
of Food Manufacturing Firms, 1969.

TABLE 4.-AMOUNT OF MARKET SHARE OF TOP 4 FIRMS IN WASHINGTON, D.C., BY PERCENTAGE

1965 market 1973 market
share share

Giant----- 19.0 29. 5
Safeway - - 30.0 28.7
Grand Union ----------------------------------------------------------- 9.3 7.1
A&P ----- 9.0 6.5

Source: "Grocery Distribution Guide 1973" published by Metro Market Studies, Inc.

PREPARED STATEMENT OF MARK SILBERGELD

Mr. Chairman, Consumers Union' appreciates your invitation to testify at these
hearings on food prices and pricing policies in the retail supermarket industry.
We wish that we were able to make a few constructive recommendations which
would assist in getting at some of the problems underlying the enormous in-
crease in food prices which consumers have faced in the last few years.

At the outset, however, Mr. Chairman, we must express a great concern that
at this advanced stage in the inflation game this society is still seeking to col-
lect basic data about how its economic system works through the wholly inade-
quate mechanism of Congressional hearings. By any reasonable measure, a,
country which is into a second year of double-digit food price inflation should'
be well aware of how food prices are determined, and of what profits are being
made, and by whom, at each step in the food production and distribution chain.
And it should be reaching soeial, political and economic solutions from that in-
formation base, instead of still groping for the basic information. Instead, we
appear now before what seems the umpteenth Congressional hearing of the Cause

1 Consumers Union Is a nonprofit membership organization chartered In 1936 under thie
laws of the State of New York to provide information, education, and counsel about con-
sumer goods and services and the management of the family income. Consumers Union'..
income is derived solely from the sale of "Consumer Reports" (magazine and TV) and other
publications. Expenses of occasional public service efforts may be met, in part. by nois-
restrictive, noncommercial grants and fees. In addition to reports on Consumers Unions
own product testing "Consumer Reports." with its 2.2 million circulation, regularly carries
articles on health, product safety, marketplace economics. and legislative, judicial, and
regulatory actions which affect consumer welfare. Consumers Union's publications carry csP
advertising and receive no commercial support.
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,of food price inflation 2 with little more definitive evidence than we had when
it all began. And, to the best of our knowledge, no bills have yet been introduced
to provide for making the needed information systematically available. -

This record is somewhat appalling in the face of the eight year old (and still
ignored) recommendation of the National Commission. on Food Marketing that
the Congress should charge its expert economic agency, the Federal Trade Com-
mission, with a continuing study of structure and competition in the food in-
dustries and with making an annual report thereon to the Congress.3 Had the
Congress paid heed to this recommendation, we might well now be arguing about
solutions, rather than the nature of the problem. We urgently recommend that
the Congress act now upon this recommendation, and that you also authorize
and appropriate sufficient sums to permit the necessary work to be done-at a
reasonably rapid pace.

The problem of defining and describing retail food pricing policies and practices
is complex, and next to impossible to undertake on the basis of publicly available
data. There is, for instance, some evidence that a retail chain's profit margins are
directly related to its market share in specific metropolitan areas-that is, the
greater its market share in a given city, the higher its profit margins there.4 But
mo subsequent economic studies have been conducted (orat any rate, been dis-
-closed) to confirm or deny this phenomenon as general. I I * -

If the data relationship were confirmed as representative of industry conditions,
the profit margins might be an effective indicator of the degree of price competi-
tion in various Standard Metropolitan Statistical Areas (SMSAs). This would be
'of great importance, because confirmation of a consistently positive statistical
-relationship between profit margins and market shares would then indicate that
market concentration is a condition which should be dealt with promptly by the
FTC and/or the Antitrust Division under the antitrust laws, so that a properly
functioning retail market will serve as a brake on food prices.

Market concentration is indeed a matter of concern in many SMSAs. In 84 of
158 metropolitan areas analyzed by the Census Bureau for the FTC, the four
largest grocery retailers controlled 50 percent or more of the markets This is a
level of concentration which many economists consider to be inconsistent with
effective price competition.

But differences between economists as to the effect of concentration on price
competition is not the only problem with utilizing publicly available data to
identfy pricing practices in retail food industries. The backward integration of
supermarket chains into food processing-which is quite common in baking and
dairy products, and not uncommon among the larger chains in canning of fruits
and vegetables-presents the opportunity to disguise the department by depart-
ment retail profit margins from casually inquiring public or governmental eyes
by adjusting the prices charged on intracorporate transfers. Fresh fruits and
vegetable growing is also engaged in by some chains on the West coast. Some
food chains' potential for hiding actual profits on individual categories of prod-
ucts is substantial. Safeway Stores, for example, is such a large processor of
food at the manufacturing level that, quite aside from its retailing activities, it
is among the 345 very large manufacturing corporations which the FTC has
ordered to file special line of business reports. In the face of an order simply to
disclose department-by-department retail margins, a supermarket chain in such
a position could-for example (and we offer this only as a hypothetical exam-
ple) -increase the intracorporate transfer price on the foods it processes, thus
crediting a manufacturing division with higher profit and permitting some retail
departments to show a lower nominal profit margin on goods it processes, all
~without changing the retail price of those goods one penny.

Further complications in utilizing such data as department-by-department mar-
gins include the lack of uniform accounting systems between chains. One firm's
meat may be another firm's delicatessen or dairy. The lack of uniformity in

2 HTearinrs on food price inflation have hben held by the Joint Economic Committee
(twice, in Anril 1973, and the present hearings). the House Judiciary Committee (in June
and July; 1973¾, the Senate Select Committee on Small Buisiness (as part of its continuing
hearings on the role of cilnt corporations, December 1973) and the House Agriculture
Committee (in October 1974), among others.

a "Food From Farmer to Consumer." Report of the National Commission on Food _Market-
Ing. U.S. Government Printing Office (Washington. 1966). p. 107.

1 Federal Trade Commission, "Economic Report on the Structure and Competitive Be-
havior of Food Retailing," U.S. Government Printing Office (vWashington. lielf), pp 93-94,
data taken from the record in Matter of National Tea Co., FTC Docket No. 7453.

5 id., Appendix Table 4, p. 293.
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accounting and the opportunity for processor/retailers to shift the book profits
from retailing to processing make it virtually impossible to analyze food retailing
profits from publicly available data.

What we do know, however, is that some national chain retailers continue to
make very handsome corporation-wide rates of return on stockholders' equity-a
measure more meaningful in measuring end-of-the-year profitability than the
profit margins which the food chains are so fond of quoting. For instance, in
their most recently completed fiscal years, Winn-Dixie Stores made a 19.1% rate
of return on equity (compared with a 2% margin), Safewvay a 13.1% rate of
return (compared with a 1.3% margin), and Jewel Companies a 13.8%o rate of
return (compared with a 1.6% margin).

Furthermore, while the President of Jewel Stores was telling a U.S. Depart-
ment of Agriculture conference in November that supermarket chains have diffi-
culty raising capital, many of the larger chains seem able to raise the capital
from somewhere to install electronic front-ends which may cost as much as
$120,000 per lane. The availability of this kind of capital-whether from profits
or from institutional borrowings-does not seem consistent with either present
or anti(ipated future low profitability. While we would not assume to undertake
an analysis of pricing strategy or department-by-department profitability, the
rates of return experienced last year by sonic of the largest chains does not seem
consistent with some of the cries of "wolf' which have been heard from the
industry. Only systematic econoamic analyses can determine whether-and to
what extent-comipetition is keeping these profit levels at a reasonable level, and
wve believe that the information already known indicates that these studies are
needed.

In conclusion, 'Mr. Chairman and members of the Committee, we would suggest
that Congress ought to have done a better job-and should now begin to do it-of
keeping itself and the people systematically informed about pricing and profits
in food industries, so that we would not suffer from what now seems to be a
paralyzing lack of adequate information. Thank you again for your kind invita-
tion to testify.

Mr. STOCKTON. Could I make one point here? Ann Brown has just
gone through a rather amazing chronology here. Now, are you confi-
dent that the FTC would have the capability to provide the Congress
with the kind of inf ormation you are talking about?

She went through the scenario of the subpena process down here and
the subpoenas were issued in 1969 for some very basic data, the kind of
data you are talking about, and that is divisional profit information.
OX. There are letters in their files as late as September and October
1972 where Safeway is still arguing over the definitions in those sub-
penas. Now. they went to the fact memorandum and they actually at-
tempted to issue a complaint without ever getting that information and
to the best of our kno-wledge they never vent to the Justice Department
to actually to trv to enforce these subpenas.

At the same time this information has been requested by congres-
sional committees. It has been requested by individual Congressmen
time and time ag-ain and we have never been able to get that informa-
tion from the FTC until this committee got it and it just seems, you
k]ow-I hate to be put in a position of defending the committee here,
but I think that we are attempting to raise questions in this committee
that apparently have not been raised by other committees before.

Mr. SILBERCELD. I have no doubt that this hearing is a very important
hearing and that-

DIVISIONAL PROFIT DATA OF MIAJOR FOOD CHAINS

Mr. STOCKTON. No. I did not mean to get into that kind of a situation.
I just want your observations.
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I understand you are a former FTC attorney.
Mr. SILBERGELD. There has been a change in the law since that inves-

tigation. The Commission had a serious problem in that they had to get
clearance from the Justice Department. In fact, they had to be repre-
sented by the Justice Department when they went to court to enforce
their own subpenas and that is the situation in which they found them-
selves throughout the Safeway investigation.

Last year in the Alaska Pipeline Act the Commission was given the
authority to represent itself in court after a very brief period in which
the Attornev General has notice that the Commission is going to court.
There were some attempts to change that in the consumer warranty
and FTC improvements bill, in the legislative battle that went on this
past month, but the Commission's ability to represent itself and to go
into court on its own determination has been preserved and I observe
therefore at least one circumstantial change which indicates that there
will be a different kind of performance.

Now, the second thing that needs to be changed
Mr. STOCKTON. You went to the question of ability. They now have

the ability, but do they have the intent?
Mr. SILBERGELD. That intent. I must say. is very greatly influenced

by the kind of expectations that the Commission perceives when they
take their readings up here on the Hill. If they have a statuory man-
date specifically to collect certain kinds of information, provide eco-
nomic analysis, then, of course, they are under a different incentive
system than if they are left down there with their own agenda to write.
with the investigations onened or closed on their own determination,
rather than under a deadline to complete an annual report and under
a mandate that those series of reports collect and study the food in-
dustry, or any other industry, on a systematic basis. So I think with
those two changes we would have a situation in which the information
would be collected and would be carefully and accurately analyzed and
aaccuratelv reported to the Congress.

I would suggest that that statute needs to be worded in such a way
that we do get around the problem. wvhich Mrs. Brown pointed out, of
depending upon whether you get a Chicago school economist or con-
centration school economist drafting up any particular portion of the
report. That is, the Commission cannot be asked simply to issue to the
Congress an annual report, the kind that an agency sends up. summar-
izing their actirvities in two paragraphs per operating bureau.

They are going to have to be told in effect to submit an economic study
to the Congress each year on the particular area that they are able to
complete that year. that they are under a mandate to complete that
year, so that you will know what the underlying data is.

I am not suggesting that Congress is ever going to pass something
that says. "Put the company data out so we can look at the raw fig-
ures." But certainly the data at least in some kind of summary form
which underlies the conclusions is going to have to be put out in the
open so that we can all see whether the Commission's staff has applied
some particular economic ideology in reaching or not reaching par-
ticular conclusions.

But nevertheless-



141

SHOULD DIVISIONAL PROFITS BE DIVULGED

Mr. STOCKTON. Do you believe there is a rationale for the companies
not to divulge their divisional profit information? I mean, there are
many arguments on this, that they will claim it is giving away top
secret information.

Mr. SILBERGELD. Well, top secret, of course, is their characterization
of it, but it is top secret because they keep it top secret. The better ques-
tion is what effect disclosure would have. I think we would have to go
down the list of individual categories of data to determine what the
effect would be. One of the problems is that in all of this tremendous
activity of the Federal Government, in collecting data, nobody has
ever taken a look at what the competitive effects of disclosing or not
disclosing particular items would be.

For instance, I can see some problems with disclosing, at the con-
clusion of any reporting year, the specific R. & D., research and devel-
opment data, because in some industries if you disclose that promptly
and show what probably is an on-going level of activity, this becomes
a ceiling rather than a floor on R. & JD. expenditures. It could be that
for that kind of data economists would recommend there be a 3 or 4
year reporting law.

On the other hand, product-by-product profits-which the FTC
now expects to collect and disclose on a line of business basis, on an
aggregated basis rather than company basis, apparently will be dis-
closed not in the first but in the second round of line of business
reports-I do not think there is any excuse for keeping that secret.
Arguments could be made that smaller companies, if their profits were
known, would be exposed to additional destructive competition but
I don't believe their profits aren't known, at least to the degree of a
pretty good thumbnail sketch, when Giant and Safeway and Lucky
Stores and Winn-Dixie in their respective markets go looking for new
stores to open.

There is no way that those big companies do not have a pretty good
idea of whether the local IGA people or the local "mom and pop" or
the local chain that operates only in city X or city Y is making a pretty
good profit. And so I see no justification for keeping that secret.

It is one of those self-defining things when they say that it cannot
be made public or made known to the Government because it is top
secret. It is top secret because they turn the key.

Mr. STOCKTON. Isn't it true that independents in an area generally
have to divulge how profitable they are in this market, in thi&-

LINE OF BUSINESS REPORTING WOULD HELP

Mr. SILBERGELD. If they are subject to SEC reporting and they are
publicly held firms, that is true, and that is one of the reasons for the
tine of business report.

Independents who are in one or a very few categories of activity
have to file ammual reports with the SEC, if they are publicly held;
therefore in their Form 10K they disclose their profits on an indi-
vidual profit or variety of lines of products. Whereas General Motors,
I am told, reports its profits on a very wide category basis in its 10IK's

52-788-75 10
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in which you can find in one category as many as 15 or 16 different
four digit SIC-defined products. I have looked at the Cost of Living
Council's summary of the quarterly reports they received, and General
Motors apparently only reported in 8 or 9 four-digit SIC categories
to the Cost of Living Council. I am told that they are either the
first or second largest seller in something like 25 or 35 different four-
digit product lines.

Now, if they are competing with a smaller company that only makes
laundry equipment or refrigerators or any other of the products that
they are prominently engaged in, that smaller company when it files
its 10K, gives a lot more information away than General Motors does
at present. So I simply cannot concur with the people who undoubtedly
will be saying later in these hearings, who come in and represent firms,
that any harm will be done.

It is very interesting when they come in and make that claim that
they always say it will destroy competition. No, it will destroy the
competitive advantage they have over people who do not know how
profitable it is to be in that line of business.

Destroying somebody's competitive advantage is not necessarily de-
structive of competition if that advantage is based upon a secrecy of
information. In fact, it might be something that enhances competition.

Mr. STOCKTON. Isn't that what concentration is all about, when
profits reach a certain level you do get new entrants and we found in
the data we received some of the changes are enormously profitable in
certain markets in that there tends to be a correlation between their
market position and their profits. Generally that is-

Mr. SILBERGELD. Congressman Rosenthal mentioned the Cornell
Study. I took one look at that and decided I could not evaluate it
because some of the underlying data w as not in the least what I would
call detailed. We go all the way back to the FTC 1966 report and find
a very fascinating piece of data that they drew out of the National
Tea Case, which -was a litigated case, and analyzed. That is that there
was a direct correlation between their market shares in any given
market (and I think that was defined as a standard metropolitan sta-
tistical area) and their margins in that region. The FTC has never,
partly because it has never been instructed to, followed up on that
study to see if that is a general phenomenon.

FTC ANALYSIS OK-DATA IS POOR

MIr. STOCKTON. Except that was part of their theory, actually, the
D.C. case. It was testified to and they were never able to get that
information.

Mr. SILBERGELD. It is my understanding the Commission got some
veir bad data which misinformed them. Not the analysis of the data,
but the data itself, indicated that concentration was going down when
in fact it was going up.

I think the Commissioners believe to this day that concentration
is going down in the District of Columbia market. But if the Com-
mission were to, and should be instructed to, determine whether that
is a general phenomenon then we would know promptly that some
legislative or administrative antitrust action must be taken which gets
at this problem of concentration.
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- On the other band, for those people who won't act because they say

they do not believe that it is anything more than a theory, we would

assume that, too.
Part of the problem is that when people come in and make divergent

arguments on the basis of the same evidence there is nobody charged

with going out and determining in fact which of those arguments can

be sustained and which cannot, and so we have Members of Congress

and members of Administrative agencies saying, well, that is the theory

but nobody has ever proved it.
* Well, hell, Congress has an expert agency, not six blocks down the

street, that has the capabilities and the kind of expert staff in its

Bureau of Economics which is capable of determining whether that

theory is provable or not, and why sit around and have arguments in

the Congress and on the FTC agenda table as to whether it is theory

or fact, when we have a very good way of finding out in a relatively

short period of time.
N'.ow, I want to say just one more thing about doing an analysis

onD the basis of what we can bring you, which is mostly-although Ann

has broken some barriers today-publicly available data; and that is

that we cannot do it. The FTC itself released a study two or three

years ago that shows that the industrial analyses on the basis of pub-

licly available data simply are not reliable, that the data are not very

good. and I would like to give you a perfect example which I discov-

ered just a couple of weeks agyo when the FTC gave me access to mo-

tions to quash which were filed by a number of business firms.

Safeway stores is so heavily into manufacturing that it is one of the

345 corporations which the FTC-excuse me, 345 manufacturing cor-

porations-which the FTC has included in its line of business study.

NI!ow, that is the extremely
Mr. STOCK'TON. Do you know how they rank in that?
Mir. SITBEuOELD. No: I do not, and they dlo not rank. I suppose I

could simply pick up the Fortune 500 and the Fortune Retail .50 and

see where they stood in terms of dollars but the interesting thing is

that all the other corporations as far as I know of, which is 255 out

of 345, are all primarily engaged in manufacturing
For Safeway, they had to go not only out of the top 345. if you listed

them by dollar sales, but they had to go completely out of manufactur-

ing and pick a firm which is not primarily a manufacturer as far as

I know, but is nevertheless so big a manufacturer that it needs to be

pulled in, in order for the Commission to do an accurate study of food

ma nufacturing.
'Now, Safeway stores in that kind of a position. If we simply pick up

their retail department by department food margins-either because

they are made systematically available sometime in the future or be-

cause under pressure Air. Mitchell comes in and decides to disclose

them to avoid other political problems-we still do not have very much.

Safeway can change its intercorporate pricing, then shrink its store

margins and report what appears to be very small margins. So those

figures do not mean verv much.
Even if you do get those. there are a whole host of thingrs. We know

some of them are engaged in canning. I am sure that A. & P. is engaged

in canning many of its own products. Many retail chains are engaged
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in baking. Some of them are engaged in dairies-a whole host of op-
portunities for the accountant to make those figures extremely decep-
tive, even when we get them.

That is why I am saying we really need an on-going and systematic
and really never-ending economic study which picks up the subjects,
retailing, manufacturing, particularly lines of food, one at a time and
then when it is satisfied that it has done most of those, goes back and
starts over again to see what changes have occurred in the last 10 or
12 years and why.

Although these hearings are necessary and cause many of the wit-
nesses to produce some fascinating information, necessarily fascinat-
ing to people concerned with the subject, they are not enough to really
provide the Congress or other people with systematic data. We strongly
urge this committee, although I know it is not a legislative commit-
tee, urge its members to take some quick steps toward seeing that this
information becomes available by picking up the recommendations
from the 1966 National Commission on Food Marketing, and charging
the FTC with that reporting responsibility.

Mr. STOCKTON. Just going to those last few points, as you are prob-
ably aware, we did subpena a great deal of information from the 17
largest chains and we did ask for information on manufacturing.

As you point out, Safeway is one of the largest manufacturers in
the country. It turns out that they claim, many chains claim that they
have no idea whether they are making or losing money on manufac-
turing. They could not give us any information except on-actually
on production and we did not-most of the information we have been
able to put together on that is 1967 FTC information.

UNREASONABLE THAT SAFEWAY IS NOT AWARE OF ITS MANUFACTURING
PROFITS

Mr. SILBERGELD. Oh, I wish I were a stockholder. As a lawyer and
a stockholder I would have a very nice suit.

Air. STOCKTON. We have some very interesting examples that may
come out tomorrow about this problem. It seems almost incredible to
the Senator I know that they can produce in 1967 or 1968 over 40
items and they are certainly producing a good deal more now and they
claim they do not know what they are making. You were pointing
out that the FTC, that this really has to be done on a systematic basis.
From our experience it is going to have to be one whale of a system
because of the problems you point out here, within a vertically in-tegrated structure.

If you have the IRS and the FTC mesmerized with margins of the
store, any astute businessman can make those margins look practically
any way he wants and it is an extremely difficult thing to put together
and I think your point is well taken.

Mr. SILBERGELD. And expensive. But I can only suggest that, while
it would take a substantial appropriation to do it, that the returns on
that would be-on a cost-benefit basis-very high. And I would report
that on the basis of return on stockholders' equity and not on the basis
of margins.

Mr. STOCKTON. Yes.
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Mr. SILBErGELD. It is always fascinating to me that those business
executives will come in and argue that size is necessary for efficiency
and at the same time tell you that thev are so inefficient that they do
not even know if they are making a profit or loss on their canning
operations.

If that is the kind of efficiency that size and vertical intergation
produces. they make a pretty poor argument for it and maybe we
ought to take some steps that way.

Mr. SrocKcToN. Just one more question on this and then I have some
q upstions for Mrs. Brown.

We found that in the chains, it is-a number of remarkable things,
but in certain markets, and we went to this earlier, that they are enor-
mously profitable and others generally subsidizing other markets
within their operation that are not as profitable, we find that in some
markets, very large markets, some of the very large chains will have
lost monev in every quarter since 1970 and they continue to remain in
these markets.

Poor. DIVISIONS SUBSIDIZE PrOFITAB.LE ONES IN FOOD CHAIN OPERATIONS

Now, it is not clear. you know, what this means in terms of competi-
tion. Are they viable competitors in those markets where they are
losing money continuously? What are your observations on that?

MT r. SILBERGEIJD. It probably means they are subsidizing a lot of
markets in which they actually have to compete on the basis of price.
That is the only explanation I can see. Either that or maybe we need to
have some tax experts go over it and there may well be some tax advan-
tages to operating at a loss and maybe that is a real loss, corporatewide
loss, not just a regional division loss, and it is for tax purposes.

But my real suspicion is that they are subsidizing the stores in a com-
petitive market.

Mr. STOCKTON. Mrs. Brown, have you gotten any reaction from Mr.
Engman at all about your recent findings? Have you talked with him
to see whether he misled you deliberately on some of the information
he gave you or he was just misinformed?

Mrs. BROW-V. I haven't personally heard. Our committee hasn't re-
ceived anything except Mr. Engm an's public announcements on having
a six-city investigation and in fact some consumer leaders were at a
meeting with the FTC Commissioners in July, I think it was, and I
particularly asked for some information if the six-city investigation
was going on and received none at all and Mr. Engman said while an
investigation was going on there could be no information divulged at
all. So really the only answer that I would say would be an impersonal
one, that there is some kind of investigating going on but I have no
details any further about the last one.

CHAINS NOT COOPEIATING WITH THE 11C

Mr. STOCKTON. They have made certain information public, have
they not, on the six-city investigation?

I think Mr. Halverson has said they are having trouble with the
chains in cooperation, are they not?
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Mr's. BROWN-. Right, but I have trouble telling what is sort of-
what has been hearsay and what has been publicly divulged. There
hasn't really been, from what I know, there hasn't been any real kind
of public disclosure. Some of it has sort of leaked out, press reports,
that sort of thing, so it is a little bard to define.

Mr. STOCKTON. Is it your understanding that the FTC was going
on the theory that the District of Columbia market because of their
concentration, was highly profitable?

Isn't it true that we had a-that was the stumbling block essentially
in the investigation, that they never were able to get compliance with
the subpena on that point?

Mrs. BROwN. There was information, I think, that they did go on
the assumption that it was a profitable market and particularly the
top two chains fought so hard against revealing just how profitable
it was that immediately that would be one surmise and I think-now,
there was Safeway profit data available in the 1966 study which said
this area of Safewvay. I cannot remember the exact percentage, only 3
percent of Safeway Stores but it did 7.7 percent of all total Safeway.
business. This woul d be a very profitable area.

I don't know what the latest profit figures on Safeway would be.
You see, in Giant we can sort of see because when they give out a profit
statement, you know it is this area, but when Safeway gives out a
large profit statement I do not know how it is broken down.

Mr. SILBERGELD. And you won't know for Giant for very long,.
because they are going into what is in effeet department store opera-
tions, so the food data from that corporation will soon be lost also.

Mr. STOCKTON. Mr. Silbergeld, from your experience with financial
statements, FTC, and other things. would you think that the chains
would have the ability to raise or lower their divisional profits
arbitrarily?

ABILITY OF FOOD CHAINS TO SHIFT DIVISIONAL PROFITS

Mr. SILBERGELD. You are talking about the same kind of inter-
corporate transfers and intermarket, intramarket-I'm sorry-inter-
market subsidiaries and interdepartmental subsidies.

LMr. STOCKTON. Yes.
Mr. SILBERGELD. Sure. There is that same kind of opportunity, es-

pecially I would think in an operation like Giant. If you have
people in the same store and the attraction is convenience, to buv
foods and children's house slippers or food and bedding, and you
know on the basis of operating surveys that x percent of the people
will, regardless of how high the prices are within a certain ranwe
will buy there because of the convenience and the one-stop shopDinr
factor, then vou can start operating various kinds of subsidies. And,
as a matter of fact, you can shift these quickly in order to get adver-
tising leaders.

Somebodv mentioned previoiisly-I think -Mrs. Brown mentioned
that analysis -was done on the basis of newspaper advertising to deter-
mine that in fact the stores were competitive. Of course. they are ad-
vertising sale leaders. That is one of the reasons why we need
accurate, not just raw, but accurate department-by-department mar--
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gins which are adjusted for such things as intracorporate transfer
process.

Mrs. BROWN. Also a year back I had heard, and I think this has
been well documented, that Giant had sustained some losses and
although these apparently were food figures. there were some losses
that had to do with the food stores subsidizing the Giant Food de-
partment stores which had been starting up.

Mr. STOCKTON. Recently, I think it -was at the Outlook Conference,
Mr. Perkins of Jewel Tea pointed out that in this department prob-
lem, what are their profits, sav. on meats, on groceries, and on pro-
duce? ilfost of the chains have been claiming for years that they could
not tell whether they were making a profit or not. Mr. Perkins came in
and rather strongly stated that clearly the chains know whether they
arc making profits or losses on meats and other items and he actually
gave out his profit margins to prove that he was actually losing money.

Mr. SILBERGELD. And he also sharply suggested that not onl]v his
competitors and other food firms with which he is not competitive but
he sort of at least strongly hinted that the National A-sociation of
Food Chains itself was engagred in strong efforts to resist that kind
of a move toward disclosure. I take it that there is not agreement
within the industry and that in fact -vwhile some firms are making that
move to make those disclosures-and I do not know what accounting
variations his figures are subject to, because I do not know what other
activities he looked into besides food retailing-it also appears that
the trade association is not in favor of that type of thing.

I do not know what kind of influence it exerts over its members,
and at the behest of which members, but it seems to me that even
though the data are subject to the kind of manipulation that I have
been suggesting, that they are going to continue to resist dizelosing.

.Mrs. BROwN. I just want to say it boggles the mind to have the major
chains say they do not know how much they make in manufacturing
for a certain industry or don't know some of this data. I am just re-
peating, but the efficiency quotients one would say would be very,
very low and I would say it just cannot be the fact.

Senator PROXMIRE [presidingi]. Now, if Air. Stockton will yield,
I want to apologize for having to leave earlier and not having had
a chance to question Mr. Cruikshank and a chance to hear vour state-
ments but I had no choice. I had to go to the floor. I had to handle a
bill and there wvas nothing else I could do. But I think it has probably
served you well. I think there were other Senators here. I saw Senator
Sparkman on the way over. It served vou well to have the staff ask
the questions. They are often far better informed.

Let me ask you a few questions and if you have already been asked
these questions. stop me.

The principal argument used by the big chains, public relations
argunment, they scored very heavily with it. is that their margins are
picayune. Even if you wiped out their entire profit you would only
save a couple of dollars per consumer per year and youl lose the profit
motive. which is what drives the whole system and keeps costs down.
There seem to be just a couple of arguments on this and tomorrow
we are going to have Safewav and the next dav two other big chains
so we would like to be armed as heavily as possible.
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One is that we do not know what their margins really are because
we don't have full disclosure. Two is they are able to manipulate
their margins rather readily because. of course, they have all kinds of
processes and they can move their costs forward or backward and
there is no control over their accounting system.

My question is what kind of legislation ean we develop that would
give us the kind of disclosure we need and enable us to see whether
or not their profits are justifiable or not.

Mr. SILBERGELD. I would like to answer that first, Senator, and
before I tell you what kind of legislation, I would like to go specifi-
cally to that company plan that you described. It is a matter of margin
times volume. Those figures do not reflect volume. When they tell
you they make a penny or two or three pennies on the dollar they do
not tell you how many dollars.

RATE OF RETURN ON STOCKHOLDER EQUITY, BEST PERFORMAN-CE INDICATOR

Senator PROXM3IRE. I understand that. I understand they make a
tremendous return on their equity capital. make up to more than 20
percent which is far better than other areas but nevertheless as far
as the consumer is concerned, the critical point is how much of his food
dollar is going in unjustified price increases which simply increase
profits and aren't necessary in order to meet costs.

MIr. SILBERGELD. That is right, and the-that is whv the rate of
return on stockholders equity is a much more accurate figure for deter-
mining how profitable they are and holw profits have behaved over
a period of time than the retail margins which they are so fond of
quoting.

As you point out, and I held a very substantial discussion with Mr.
Stockton just before you returned, on the kinds of accounting varia-
bilities that are available to hide or disguise or at the very kindest
make those margins noncomparable between stores, I would recom-
mend, and I do in the prepared statement, that the Congress adopt
in enacting legislation the recommendation of the 1966 National Com-
mission that the FTC be charged with doing an on-going study of the
structure and economic performance in the food industries-I make
that plural-and that in the course of their ongoing study they make
an annual report to the Congress.

The report could very-the legislation could very well identify the
particular areas and tell the-

Senator PROXMIRE. And the main thrust of the studv as I under-
stand it would be to identify what the margins are and to make what-
ever recommendations they could as to whether or not they are justi-
fiable and if not, what we can do about it.

'Mr. SrLBERGELD. That would be one. An economic report of the
FTC, as vou well know, describes all of an industry's peculiar means
and methods of competition which may not be something that you find
in any other industry. You may find a lot of those things that you
want to know along with such general parameters as profit margins
and rates of return, but I would think that certainly within that kind
of a report, You would get what is in effect a "line of business"type re-
port for food retailing.

FTC's form LB program is only for manufacturing but there is no
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reason why it cannot be done for food retailing. If you look at the-
specific instructions that went out with form LB, you will see the
Commission requires a description of the kinds of accounting methods
to be used in preparing the reporting data. So the Commission itself,
by changing the method by which this data is analyzed, is able to make
it comparable between firms.

If they are using different accounting methods, they are able to get
down to the original parts of the process, the methods by which the
books, the rawest books in the bookkeeping department are set up and
categorized, so when we get the data, several books and several reports
later, we know what has to be done if you want to really compare
chain A with chain B or market A and market B or any kind of sta-
tistical comparison you want to make.

Senator PROXMIRE. On the basis of what we have, is there evidence
that the food industry does have unjustifiable margins altogether? I
know there are some firms that are very profitable. That may be be-
cause they are very efficient. That is the reward of being efficient. If
one firm gets a 20-percent return on their equity that might be justi-
fiable. If you have other firms that get 15, 10, maybe less, it indicates
that the most efficient firm is reaping the benefits of being able to
operate efficiently and that is in the consumer's interests.

Do we have any study that would indicate that this industry is like
the drug industry, for example, in which we have good documentation,
that it has been far more profitable than others, and I think, and many
others think, because of a pricing system which is unjustifiable? Dot
we have that in the food industry?

Mr. SILBERGELD. I don't know of any because especially in this indus-
try, where we don't have to deal with other problems like pateht poli-
cies which are barriers to competition, the best indicator of what is
justified is whether it is set in the competitive marketplace and the in-
formation we have tells me that in many metropolitan areas we do not
have a competitive marketplace. That is based on the concentration ra-
tios. I believe they are extremely significant.

A lot of people, including Mr. Adamy don't believe they are relevant.
My testimony contains some indications as to the kinds of information
previously developed-a long time ago-by the FTC that shows they
are relevant. That is, the National Tea data, which shows that as its
market shares went up in a particular market, Nationl Tea's profits
went up, but my point is really that I cannot tell you whether any-
bodv's profits are unjustified until I can tell you whether or not they
are limited by competition.

Senator PROXMIRE. I have some evidence in some areas of consumer
benefits from competition in this industry. Milwaukee is an example.
The Milwaukee Journal had an article, about 6 weeks ago or so, saying
that the price of food in Milwaukee is much less than it is in most other
similar metropolitan markets because apparently Jew-el Tea is fighting
to get into the market and they moved in with a program of keeping
their prices down and keeping them down rather sharply. The other-
big food chains are fighting to maintain their share of the market

This is great for the consumer and it seems to work to his benefit.
I have been in many of those Milwaukee stores, or all those chains,

and I am very impressed by the quality of the food and by the cleanli-
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ness and by many other factors in addition to price. So it seems at least
in that particular area you have the benefits of competition.

Now, is it your position that this benefit on the basis of past experi-
ence is likely to be transitory only until Jewel Tea makes their share
of the market or doesn't and then after that, they are likely to increase
prices to get back to the profitability they enjoyed before?

Mr. SILBErGELD. It probably depends upon how that market concen-
tration-if you accept the concentration theory which I think is highly
relevant-probably depends on how that concentration settles out
after Tewel Tea is established.

If Jewel becomes one of the four firms that have 50 percent of the
market I would say you are not likely to-you are likely to see prices go
back up. If the net result is five or six firms, each with 15, 18 percent of
the market, then I think you probably -will continue to see price compe-
tition.

I also wonder how many of those firms are subsidizing low food costs
in Milwaukee with high food costs somewhere else where they all are,
or different places.

Senator PROxAmIRE. Let's hope the high food costs are outside of
Wisconsin.

Mrs. BROWN. Senator, if you would like to see the reverse of the situ-
ation in Milwaukee, I suggest you take a trip to the supermarket right
here in the District.

Senator PROx-IRE. That is right. I was being facetious and, of course,
it is cruel to have high prices elsewhere because they are fighting to
get into another market.

Well, this is most helpful testimony but I wonder finally if you have
anv other documentation. Congressman Rosenthal this morning told
us the same thing that you are telling us, that whenever you have a big
concentration in the market, like the District of Columbia where you
have two chains that have 60 percent of the market, you have wider
margins. He said there was a Cornell study and we would like to get
that. We would like to get whatever documentation we can get.

Do you have any other documentation, any studies that would dis-
close correlation between concentration and higher margins or higher
prices ?

Mr. SILBERGELD. NTo.
I did look at the Cornell study at least in the publicly available form.

I cannot evaluate it because most of the underlying data simply is not
there. So I don't know how they arrived at that.

Senator PROXMINRE. Have you made any studies, either Mrs. Brown
or MN r. Silbergeld, of the-or know of any-of the proportion of income
the consumer is paying now for food compared to what he did in the
past? There has always been the argument that the American consumer
does very well, that the proportion they pay for food is less than it
has been in the past and less than in any other country.

I realize in certain income areas this can be still tremendously unfair
and uniust. But compared to the proportion that the British consumer
or the Russian consumer, historically, compared to the consumer 10 or
20 or 30 years ago, it is greatly improved. Is this argument true or
false?

Mrs. BROw.N,. Well, the latest statistics from the Bureau of Labor
Statistics, the 1973 statistics from the Bureau of Labor Statistics show
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that the lower level budget family spent 34 percent of its disposable
income on food in 19 72 but had to spend 3 7 percent in-on food in 197 3
and for intermediate levels-

Senator PRox-.IriE. Let me get that. You say the lower level. What
income is that?

Mrs. BROWN. I don't know exactly what income it is. This is informa-
tion I got from the consnmer-

Senator PRoxuMYRE. Do they do it on the basis of the lower fourth
quartile, something like that?

Mrs. BROWN'. I am really not certain, but I can get the information
for you more complete than I have it in my testimony. And intermedi-
ate level families, food spending rose from 30 percent of the budget
to 33 percent and for high level families the jump was from 27 to 30
percent of the consumption budget.

I alwavs think it is unfair-
Senator PROX-MTRE. Where are those figures from?
MIS. BROWN. From the IJ.S. Department of Labor, Bureau of Labor

Statistics, and it is about an urban
Senator PROX31TRE. They differ so sharply with everything I have

heard and seen. The figures I have seen is the the average American
consumer, average including low and high income, the average pays
around 17 percent of its income for food.

Mr. SILBERGELTD. That is 1SDA.
Mrs. BRowN. That is really follv. These are considered very respected

figures and much more accurate than the 16, 17 percent ones -we
Senator Prox-iiRE. You haven't seen any reconciliation of those

two?
That is an appalling difference between two Government agencies.
Do your figures come from the Bureau of Labor Statistics?
Mrs. BROWN-. Yes.
Senator PROXATIRE. What studies? Is it further identified at all?
Mrs. BROWN. I have the study back at my seat and I can get the

information from the study to submit for the record.'
Senator PROXMIRE. Fine. We would very much like to get that. That

is a creat difference. You indicate that even the well to do are paying
almost a third of their income for food.

Mrs. BROWN-. Right.
Senator PROXMrIRE. And it is close to two-fifths for the low-income

person.
*Mrs. BROWN. I had heard figures before that were as high as 40

percent for the low-income family. That isn't quite-it is 37 percent
and I will have to track down those figures. They were higher for
-the lower income family. I think that was from an FTC report.

Senator PROXMIRE. Thank you very much.
Mr. STOCKTON. I just have one question here. Senator Proxmire was

lasking about monopoly over charges or monopoly profits. Would it be
your theory that to get to the point you would have to know what
divisix]onal profits actually are within certain divisions to see whether
those profits were gained from a competitive position or non-competi-
tive position in that market?

1 The information referred to may be found in the committee files.
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There seems to be an indication in some of the information that we
have that increased profits, profits within divisions, are not necessarily
due to efficiency but because those chains once they reach a dominant
position could actually raise prices. Usually you find the dominant
chains in most markets with the higher prices in that market. I just
wonder what your observations are on that. I am not sure how you
get to that point unless you go market by market.

Mr. SILBE]RGELD. No; that is right. You go market by market. You
cannot compare on a nationwide basis.

There are a lot of things that affect it. You may have higher costs
which are not discretionary costs in some markets. For instance, real
estate or the general wage level which has some effect upon the super-
market labor costs, may vary very substantially from city to city and
you have to see how that gibes with corporatewide pricing policies to
determine whether particular rates of return or particular profits are
comparable from one area to-one market to the next. But I certainly
think that you practically have to do the kind of a breakdown on an
SMSA basis and at that I am not even sure that-it mav be the best
we can afford to do, but I am not even sure that is going to be accurate.

Certainly somebody from the Bronx is not going to come down to
Manhattan on public transportation to shop for the week's groceries.
So it could be that, in addition to the SMSA basis. we ought to take
a few pilot cities of controllable size where we knowv there are trans-
portation and other barriers to determine even whether the SAMSN is:
going to do us any good and if not, whether we ought to forget it or
do the report right.

Mr. STOCKTON. Is that generally the finding of the FTC study?
Mrs. BRowN. That is why I wsonider about a six-city studv. That

seems to me-isolating six cities- that seems to me really to do an in-
depth thing is a verv small amount.

Mr. STOCKTON. The important thing that Mr. Halverson who is run-
ning that study, pointed out the other day in a speech, if they are
successful in showing a correlation in those six cities, then they will
generalize it to more cities and it was my information that the FTC
in the District of Columbia study was going to use the District of
Columbia as a prototype and then look into other markets from there,
but it is not clear what the motivation is on the part of the FTC now.
What is your understanding?

Mrs. BROWN. I think that Mark Silbergeld really make a good point
about so many hearings and what can be done if anivthing, can be done,
legislatively. I think that is terrifically important ju1st to bring these
things out and to bring them out and bring them out is almost-it is
a hopeless-it -would be a hopeless thing to do unless you were able to
then translate them into some kind of legislation.

Mr. SILBERGELD. I think the target date is important, let alone the
motivation. We never get a target date. I would like to know the
target date. This is really just a statistical study. Or if they are expect-
ing to go to court. I -would like to k-now if they have a target date, if
there is an unpredictable amount of delay due to subpena resistance
or whatever but we are never in the position of knowing when we can
expect the information and how long we should wait for it.

Mrs. BROWN. And the word was they had not even put out subpenas.
They were just having recalcitrance in getting any information at all
and they haven't issued any subpenas at all.
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'Mr. STOCKTON. AIrs. Brown, from your experience in the District
of Columbia, do you think the major chains have pricing zones and
do you know what those zones are based on?

Mrs. BROWN. Well, no. I do not really know. I am forever mystified
by that-there will be a time when prices do look like they will come
under one grade level and then FTC Commissioner Mayo Thomp-
son-then we got hold of a memo that said that Giant zones were
different, that they priced to meet competition. That was a memo
that Thompson said he had some information in the memo he wrote.
So just when we are sure that the prices are equal throughout the city
then we come to some other tinge of doubt that maybe they are pricing
to meet competition.

Certainly our drugstores do that in the city. When there is just a
People's Drug, which there often is in the inner city, they do not price
to meet competition. They do out in the suburbs. It would be a very
natural thing unless there is constant vigilance about this.

Mr. STOCKTON. Is it your understanding that the chains base on
cost, they price on cost, or is an overriding issue the competition in
the area?

Mrs. BROwN S. Well, that is the thing. That is the crux of the situa-
tion. Is there such a concentration they can price the whole level
higher than cost justification?

That is No. 1. That means the whole area. Or can they just price
on competition, not on cost justification. At one point in 1970 we had
found that prices were different in a small survey done in the inner
cities than the suburbs. Later surveys-and these are very hard to do
because they are small surveys-later surveys found that they were
not pricing-they -were pricing either on cost justification or higher
than cost justification because of the higih concentration level.

Mlr. STOCKTON. You are familiar with price checks, aren't you, that
chains do? We have one example-

Senator PRoXurM.E. Would you just yield for a minute? I am going
to have to leave. I am going to ask Mr. Stockton to wind up the hear-
ing and Mr. Walker, if you have any questions, too. I want to thank
you so much for your testimony. It has been very, very valuable and
perfectly timed because of our hearings tomorrow, and, of course, be-
cause of the tremendous inflationary problem we have.

So I am going to have to leave.
Air. STOCTTON-. Just to continue that. we have one example of a

chain who did I think it was 1 week's price checks and it came out at
164 pages of computer printout so it is pretty clear they know what
each other is doing. I think you raised the question about the turkey
prices here in the District and on identical pricing and there are some
rather amazing exanmples of identical pricing.

Mrs. BrowN-\. We had one check up in the Paterson-Newark. TN.J.

area where one of the chains price checked the other chains and found
that between 91 and 92) percent of the time their prices were identical
on something like 4,000 items. I just wonder what consumer's observa-
tion is.

What is amazinz about that. if they really want to price check items
out, you would think it would be a penny. two pennies difference.
They can't be all paying the same price for that turkey and there-
fore are going to charge the exact same price. You wonder how they
hit it on the noggin.
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xMr. SILr;ERGELD. I was not surprised that they can hit it on the
noggin because unlike industrial sellers who sell by contracts which
are not out on the shelf, the prices are right out there in the open,:
but what is interesting and what is indicative that there may not be
competition is the fact that when they find out each other's prices
which are just hanging out there for everybody to see, the form of,
competition is to go back and price theirs the same.

It brings to mind the time George Humphrey, once President of
United States Steel, appeared before Senator IKefauver's hearing on.
administered prices and said, "You bet if my competitors raise their-
prices, my salesmen are going to-I am going to raise my price..
My salesmen are as good as they are." That was his definition of com-
petition. I would think as Mrs. Brown says, if you find 34 cents a:
pound, you are going to go back and drop to 32 and advertise.

Mrs. BROWN. The other thing that is a little ofr the subject, but that
came from your hearings last Friday is there was a gentleman here
from New York who was talking about some graft with supermarket
personnel and meat people and giving our District of Columbia super--
market people the benefit of any doubt and saying they are honest
as the day is long and without any graft involved, Eve still have higher
meat prices here than in the rest of the country and here we say we
have very honorable supermarket personnel.

In New York they could have graft and still have lower meat prices-
than we have in Washington without the graft.

Mr. STOCKTON. I won't comment on that.
Mr. Walker, do you have any questions?
Mr. WALKER. Well, one question I might ask, have you ever tried

to read the ads in the newspaper and sit at home and decide where you
ought to buy your groceries that week to get the lowest prices, lowest
priced grocery bill?

Mrs. BROWN. I have tried to do that myself and have ended up with
total idiocy. I decided I want to see if the consumers in the District
were a lot smarter than I was about shopping. So we did a survey-
it was done by some Georgetown University students-trying to sur-
vey, trying to understand-we tried asking people what they under-
stood about the supermarkets' ads and I don't have the survey at the
moment, but it was quite clear that 50 percent of the people in the sort
of out of city stores and a higher percentage than half in the inner-city
stores didn't understand what the ads were saying, what a discount
price was, didn't understand that everything in the ads wasn't on sale.:
Many people think anything in the ads is on sale. All it is merely sav-
ing is that Del Monte applesauce is the same price as it was last tweek.
This was why in 1972, and I don't think that has changed since then,
trying to figure out what is cheaper by way of advertising is next to
impossible.

Mr. WALKER. Have you noticed that it is very infrequently that you
will see the meat price specials on the same cuts of meat products dur-
ing the same week?

Does this raise any questions in your mind?
In other words, a chuck steak sale in one chain will be matched with

a pork loin sale in another chain and you never see the same item on.
a, head-to-head price special?
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Mrs. BROWN. Right. Supermarket News, obviously my bible, has a
little squib each week when they have different prices in different cities
and different stores and different items. I also note, I think, "Aha, this
is the way I'm really going to be able to see some price comparison.
In Supermarket News it is hard to compare city to city. They do not
have city to city, let alone chain to chain in this little price comparison.
I'm never quite sure why it is there.

Mr. STOC1&TON. Well, tomorrow, Mr. William Mitchell, chief execu-
tive officer, Safeway Stores, Inc., will appear. The committee stands
recessed.

[Whereupon, at 12:10 p.m., the committee recessed, to reconvene at
10 a.m., Tuesday, December 17,1974.]



FOOD CHAIN PRICING ACTIVITIES

TUESDAY, DECEMBER 17, 1974

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,

Washington, D.C.
The committee met, pursuant to recess, at 10:01 a.m., in room 318,

Russell Senate Office Building, Hon. William Proxmire (vice chairman
of the committee) presiding.

Present: Senators Proxmire, Humphrey, and Schweiker.
Also present: John R. Stark, executive director; Loughlin F.

McHugh, senior economist; Robert D. Hamrin, Peter Stockton, and
George R. Tyler, professional staff members; Michael J. Runde,
administrative assistant; Leslie J. Bander, minority economist; and
Scott Walker, consultant.

OPENING STATEMENT OF SENATOR PROXMIRE

Senator PROXMIRE. The committee will come to order. I might
explain that Senator Humphrey, as I understand it, will be here at
11 o'clock. Unfortunately, at 11 a.m. I have to leave, because we have
a meeting of the Appropriations Committee that I simply must
attend, and regretfully I will have to go. Senator Humphrey or another
member of the committee, or a staff member, will chair the com-
Inittee meeting from that point on.

Every American family is deeply concerned by the continuing rising
price of food. Unlike most purchases, such as autos, clothing, and other
consumer goods, there can be no postponement in the buying of food.
People are dependent upon the products of this industry, and this
dependency puts the American family totally at the mercy of the
food industry. Every day, I get letters from irate customers that want
to know why food prices continue to increase when they know that
farm prices are falling, or at least stabilizing.

Over the last year, we have had an increase of roughly 11 percent in
the price of food, and a drop in the price the farmer receives-a
widening margin. Despite heavy advertising campaigns by the food
chains, attempting to explain this paradox, the consumer still feels
that questions are unanswered. Frankly, I find one word best describes
the mood of the consumer today regarding food chains and food
processors. The word is suspicious. They are suspicious because they
do not understand why the profits of the food chains are increasing
at a much faster rate than the price of food in the consumer price
index. This is particularly galling because of the dependency I just
mentioned. Many of my constituents are beginning to suspect that
certain sectors of the food industry are bsecoming monopolized by fewer
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and fewer firms. The Government knows little about the structure,
and activities of this industry.

In connection with the committee's inflation study, the 17 largest
chains were asked to submit certain documents and data to the
committee, regarding their operations. In a very short time, with a
limited staff, the committee hlas found certain activities and policies
in this industry which raise serious doubts as to the competitivess of
the industrv.

Today, -.-e will raise a number of questions about industry structure,
concentration, profits, corporate secrecy, meetings with competitorsr
accounting practices, buy-ing practices, lack of price competition,.
commercial bribery, lack of cooperation with Government agencies,
and so forlh. The Governrndnt k-niows precious little about this in-
dustry, as Y st y. We need tt) know much more, and we hope that we
can discover more today.

Our witness this mnorning is Mir. William Mitchell, president and
chief executive officer o ' Spfewey Stores. Safeway is the largest food
retail chrin in the country, vith -nmial sales of over $7 billion. Svfeway
is alo the most profitable chain, as Quell as being one of the largest
mafindfacturers in the countrv.

* I want to commend you, 'Mr. Mitchell-would you come forward,
sir-I want to commend you at the outset for the cooperation that
you have extended to this committee in responding to most of our
requests for information. I undorstand that most of the documents
and the da a that were requested from Safeway were supplied.

You may proceed with \our statement. You have been very co-
operative also in providing many copies of this statement. We have
gone over your statement carefully. I must say it is a brilliantly
argued brief for your position, and we will get to questioning you on it
a little later. Please proceed.

STATEMEIFIT OF' WILLIAM S. MITCHELL, PRESIDENT, SAFEWAY
STORES, IN C.

Mr. MITCHELL. Thank yon, M.lr. Chairman, and members of the'
committee. My Oma is Billy Mitchell, and I am president of the
Safeway Stores. With your permission, I would like to read a brief
statement concerning food retailing, food prices, grocers' profits, a.nd,
inflation.

Senator PROXATIRE. Mlay I just say, without objection, the tables.
which vou have listed here will be printed in full in the record, and
the addendum also, so that we can have that fully available in the
record.

Mr. MITCHEtLL. I am accompanied today by Richard Odgers of
the Pillsbury-MIadison-Jutro law firm that represented Safeway prior
to its dismissal from the recent antitrust action of A. & P. When I
have completed reading my brief statement, I would appreciate it if
Mr. Odgers might be permitted to make a statement in connection
with that case, and Odgers' statement is attached to the material.
that we filed with the committee.

The retail food business in the United States is largely handled by-
nearly a quarter of a million grocery stores, which had a sales volume'
of $98 billion in 1973, and this year will reach an estimated $111
billion. Net profits of major food chains in 1973 were at the rate of
seven-tenths of 1 percent of sales, which applied to all U.S. grocery-



stores would amount to $689 million If net profit rates recover. to
nine-tenths of 1 percent of sales this year-the average rate for the
first half of the year-U.S. grocers! net profits will amount to $1
billion.

The record of grocery store sales; and profits over the past decade
is shown in table 1. Also included, in order, to put grocers' sales and
profits into perspective, are figures for the Nation's GNP, disposable
income, and cost of government. You will note that for the years
1972 and 1973, the estimated total dollars of grocery stores' not
profits were below those in 1964. Even with a slight improvement
in grocers' profit rates this year, the 10-year increase-1964 to 197-4-
in total dollars of net profits will be. about 38 percent, while grocers'
sales volumes have doubled. Over the same period, the Nation's
GNP and disposable personal income have more than doubled. GNLP
and disposable income in 1974 will be about 2Y4 times the comparable
figures in 1964, and the cost of Government will be more than PN
times that in 1964.

Table 1 further shows that for the past 4 years, including this
year, the average grocer's net prots heve, amounted to, less than I
penny for each dollar of grocexiesi he has sold. Looking at it an~obher
way, during the rapid inflation of the past. 2, years, if all the profits
of all the grocery stores were divided up amosg the total U.S. popula-
tion, grocers' profits would hlve am =inte!c to less than 1 penny p&r
person per day in 1973, and perhaps a penny and a quarter flis
year. In other words, if all-these uet, ptofits.were, handed back to
grocery store customers at the- end of each week, they would not even
have received enough to pay for the postage to send a letter to their
respective Senators, regular mail,

As noted, the profit picture is improving for the grocer in 1974
and it now looks as though he will eamr, on the average, perhaps
nine-tenths of I cent per dollar of saleW, not ~quite up to the I-percerti
average for the 10 years ended .in 1 073.,

I hope that the foregoing informatioi4. on the profitability of retail
grocers will convince this committee that all those stories about
price gouging, profiteering, aipofs,- pc in, ad monopoly are
just not so. 1 think that any industry that can earn so little on each
dollar of sales and still survive should be wonimmended, not castigated.
From the profile presented by the indirstry,. it should be sell-evidenl
that strong, effective, anti-inflationz_ cvapetition is the name, '
the game in food retailing.

The old nursery rhyme about a peimy for a spool of thread certainlw'
holds true for the grocer today. A penny for the grocer. Then tahle 1,,
which we will not read unless you have some questions, Mr. Chairmana
and. we will go on with the-Safeway story. Safeway is the second largest-
food chain-I thank you for saying we are tire hlrgest, but we are n*C

Senator PmR=;E. Who'is the larest?
Mr. MITCHELL. A. & P., in terms of siseu Hin terms of lnumbex

stores.
Senator PRoxiui . I stand corrected. A. & P. will testify tomorrow.
Mr. ihtcnEiLL_ Yes-, sir..
Safewaoy's. U.S. sales this yea will approxinate $i.6 billion, axa

the number of stores in operation is about 2,000.
-A summary of peitinent operating dzta for Safeway in the U.S.

is shown in table 2. You will. note thatSqfelway gemerally outperform



the overall industry average in Ieimsof net income as a percentage
of sales-at a ratio of about 1i to I. However, we are not the highest
by along shot, there being a number of regional chains who outperform
us.
'A few of the relevant points in the"' table are: (1) the downward
trend in gross profit rates, which would tend to disprove any claim
that we have made increased profits byway of inventory appreciation;
(2) the downward trend in expense rates; and (3) the fact that the net
profit rate for this year to date. is just equal to the average for the
past 10 years.

Whv does Safeway do better thian the industry average? Quite
frankly, we think we have better people, better trained and organized
,to perform their jobs more efficiently.,

The table is table 2, that shows'the Safeway record of sales for
lhe past 10 years, and the rate of growth, profit, expenses, and net
income.

EFFICIENCY IS THE KEY

From time to time, we encounter sharpshooting barbs from some
critics who claim we are a wasteful and inefficient industry, and that
if we would just cut out some of the frills we could lower the cost of
food. These charges, of course, are sheer nonsense, and if there were
any practical ways to cut costs or reduce expenses, we would adopt
them very fast.

The fact of the matter is that this business was founded on the
principle of distribution without waste, and this has been our creed
for the past 60 years. We are particularly proud of Safeway's proven
ability to control expenses, and you will note on table 2 that our
expense ratios have gone down from 20.7 percent in 1964 to 18.7
percent currently-this has not been easy to achieve and represents
a lot of hard work by a lot of fine Safeway people. If you are interested
in details of cost saving ideas, we can try to share them with you
during the question and answer period.

WET STRETrS DO NOT BRVING THE RAIN

The retailer typically gets the blame for inflation. Here is the way
the popular scenario goes; he--the retailer-causes the high food
-prices. The high food prices bring in'inflation- Therefore, just make
the retailer roll back prices and we will not have any inflation. Or, all
you have to do is dry up the streets sad, the rain will go away.
a But in reality, of course, far from. being the cause, the retailer is
a victim of inflation, along with e'veryone else; His costs have risen
even more than his prices, resulting in'tho 10-year downtrend in net
profit rates which I mentioned earlier.:

We are obviously, even in the face of a recession, experiencing a
nationwide and worldwide inflation of .food prices. It is fed not only
by relative scarcities of supplies, but by a rapid expansion, particularly
of foreign demands-and' by .a -- nationwide,. worldwide inflation
psychology which says, in effect, the price of everything is going up,
so I need a higher price ipAthe egoods; services, or labor that I sell
just in order to cope. I' f' ' ,X';

Food is important' in everyoiets- #iving costs. Expenditures for
food 'from all outlet., 'notijusft hitopum4dhased in grocery stores for



home consumption, will in L974 amount to nearly 17 percent of our
U.S. population's disposablq.personal income. Just 2 years ago, in
1972, that proportion was 153perent, following a long-term decline.
Historically, and still today, U.S. consumers have enjoyed the bestj
diets at the lowest proportions of income.of any in the world. However,.
retail food prices are probably - . most visible of any we pay. Ad-'
vances in retail food prices, even though symptoms rather than
causes of inflationary forces, therefore become the most conspicuous'
target in any anti-inflationary program,

So, what is the answer?: irst; price freezes or phases of markup
limitations just do not work. Very recent, near-disastrous experience'
quite dramatically proved it, and all.of us are still suffering from the'
consequences. Second, rationing of.one form or another might con-'
ceivably limit inflation. But we cannot regard this as really a desirable
or viable option. Third, curtailment or elimination of so-called
middlemen's profits would be nq ,answer. As I have shown at the'
the outset, there is just no slack to take up in food retailing.

These are what we would 'consider unworkable answers. Now,
turning to the positive side, I think there are three general areas in.
which constructive efforts might be made.

The first involves' 'a continuation and intensification of our efforts'
in the food distribution industry, to'become more efficient, raise our.
productivity and cut our costs. As I have indicated earlier, we are'
already devoting- a great deal'.of' our1 efforts and energies in that
direction. Moreover, we are ready_,to listen to and cooperate with
any constructive and practical programJi suggestion or idea that is
designed to achieve these objectives,'

Second, we believe efforts should beU'made to stimulate the pro-'
duction of basic foods in short supply to'iieet the expanding demands,
both here and abroad, by, means. whfich'can be' discontinued when pre-
determined supply goals are reached. Also, to examine the possibility
of increasing competition in, foqd distribution by elimination of'
barriers which prevent food from entering or moving freely through
marketing channels. Barriers canloccur as a result of product control
boards, control of resale prices, and laws purportedly to insure health
and sanitation, but administered''so as-to keep competing products
from the marketplace. The food industry has been inhibited by State
and Federal laws, and by restrictive mechanisms which have been
built up during a period when such barriers were deemed necessary to
the economy. ; .. .

Finally, with respect to'possible. evaluation and reformulation of
governmental policies and programs, I concur fully with Senator
Proxmire's recent statement.,.thae4'h-;

* * * would like to see us put into effect a cost-benefit study of all these meas-
ures and those that require some formeor other of regulation or expenditure on the
part of industry, so that we know what the inflation impact is * * * we then
should face it squarely and decide whether we can afford to go ahead, given the:
needs of the economy and the limitat4i*s of out resources.'

The Senator has just refedred to a number of well-intended, -but cost-
raising measures for which the 4iib mustinevitably be picked up by
consumers-such things as OSHA, air and water pollution controls,'
and noise abatement, among, others.

In the food industry, we 'face"'p"rogrdins or restrictions which in-:
evitably add a further cost-push -to food prices already inflated by
worldwide scarcities in the face-of burgeoning-demands. I have 'in'
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mind such things as union contract as well as legislative restraints
upon the scheduling and utaiRizig of our employees' efforts more
efficiently; remnants of fair trade or tninimum markup laws which
linit grocers' ability to prite food more flexibly, closer to the belt,
for the consumers' benefit; Federal trade regulation rules governing
availability of advertised items which necessitate excessive, costly
dhecking and rechecking of store-ordering, inventories, and stocking,
srnd at times result in the nonadvertism of consumer bargains for
fear that a technical violation' of the rues might occur if supplies
prove inadequate to fulfill the purchasing demands of customers in
every store; and proposals for legislation requiring individual price-
marking of every item on. our shelves, which could defer or deny the
cost-saving utilization of electronically computerized checkstand
operations, when the customer would receive even more fully informa-
tive, itemized ring-up slips. '

I am not asking for a hands off policy by Government, or for
abrogation of all employee -or consumer protection laws and regula-
tions for food retailing. I Aam, as mentioned, urging the adoption of
Senator Proxmire's suggestion of cost-'benefit evaluations of existing
and proposed restrictions. I am urging the avoidance or the removal,
wherever possible, of hidden or underestimated costs, which merely
further fuel the fires of food price inflation.

I thank you for this opportunity today to present to you some
facts about the grocery business, as well as my viewpoints. . shall be
happy to try to answer any questions that you might have.

Mr. Chairman, subsequent to preparing this statement, I received
a copy of the committee's press release of December 6, 1974, which
contained a number of questions. These have been responded to and
did-you want me to read the questions and answers that we prepared?

Senator PROXMIIRE. That would not be necessary. Those questions
and answers will be printed in full in the record.

ITables 1 and 2, together with the additional questions referred to
follow:]I

1 Dollar arlosnss are In billeies

Cost of Government

Net profit Total Federal
rates of. Government budget

major food expendi- outlays:
chains: Estimated tures f6scal years

U.S. @perceptot net profits Gress DiOposable Federal. beginning
grocery sales (U.S. foall U.S. National personal State ai In years

"steresales DOpartzent grocery Prolct income local(U.S. 'oted(U.S.
(U.S. De- of Agricul- stares (U.S. De- (U.S. De- Depart- Treasury

partment of ture from (Col. IX prtnrert of part=net of ment of Departmeet
Commerce) Moody's) col.2) Commerce) Commerce) Commerce) and OMB)

*~~~~~~~~~~~~~~2 (1. (3) (4) (5) ;(6) <7)

-- --------- ----- $55.73 1.3 0.724 S6324 S438.1 $175.4 $118.4
1965----------- 59.32 1.2 .712 6.9 473 .2 186.9 134.7
195 ----------------- 63.35 1.2 7 749.9 511.9 212. 3 158.
19W67. - - -64.32 1.8 .708 793.9 546.3 242.9 178.8
195t ------------------ 67.93 1.1 .747 164.2 S91.8 273.3 184.5
I" ------------------- 7Z89 1.8 .802 931.3 634.4 287.3 196.6
19Y9----------- 7976 1.1 .17 977.1 691.7 312.7 211.4
X171_ _ --------------- 82.79 .9 .745 1,054.9 746.4 340. 2 231.9
1972 -8.34 .6 .530 1, 15.0 802. 5 372.1 246.5
1973 -98.39 .7 U6 1, 29S 9.3.7 4081. 0 2 l.
174(esornated) - 111.21 9 L091 1, 40.0 981.5 400.0 305.4

ltlos:1974r4 _ 2. 00 .009 1.3S 2 22 2.24 2.42 2.51
Pucent iacrase:

X74/64- _ ---- 1 +3& +l22 +14 +1sz 4458
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LABLE 2-SAFEWAY STORES, INC. (U.S. ONLY), SALES IN THOUSANDS OF DOLLARS, RATES OF GROSS PROFIT,
EXPENSES AND NET INCOME EXPRESSED AS A PERCENTAGE OF SALES

Percent of sales

Year Sales Gross profit All expenses Net income

1964-------2----- -------------------- $2, 442, 516, 000 22.5 20.7 1.8
1965 -2 .. .538,808,000 22.2 20.6 1.6
1966 -2, 97,600,000 22.1 20.4 1.7
1967 -2,849, 384, 000 21.8 20.4 1.4
1968 -.- 3,.124,731,000 21.9 20.5 1.4
1969 -3, 500, 205,000 21.0 19.9 1. 1
1970- ------------------------------- - 4, 131, 735, C00 20.6 19. 3 1.3
1971 -4, 522,088, 001 20,4 19.0 1.4
1972 -_ - 5,.049,252,G0O 20.1 18.7 1.4
1973 -5, 553, 538, 000 19.6 18. 5 1.1

10-year average - - 21.0 19.6 1.4

1974 (1st 36 weeks) -4,476,946 20.1 18.7 1.4

RESPONSE OF WILLIAM S. MITCHELL TO ADDITIONAL WnRITFN QUESTIONS
POSED BY SENATOR PROXMIRSE

Question 1. As markets are dominated by fewer and fewer chains, what is the
impact on competition and prices?

Answer. First I would question the assumption. We would not agree that the
markets in which we operate are "dominated by fewer and fewer chains." Quite
to the contrary, I think it can be shown that there are as many or more major
chain competitors of all types-corporate, voluntary or cooperatives-in our
trading areas than in any prior period. Some examples of relatively recent
entrants might be Albertson's, Alpha Beta, Ralphs, Loblaw's and Fry s in the
San Francisco/Oakland market; Fisher-Fazio, Ralphs and Smith's Food King in
Los Angeles; Alpha Beta and Food Basket in San Diego; Penney's Treasury
outlets in various markets; Target and K-Mart in numerous areas; Lucky in
Houston and Washington, D.C.; Skaggs-Albertson in Texas and Oklahoma;
Albertson's in Seattle; Warehouse Markets in numerous cities, just to name a
few. Additionally, in recent years Safeway has entered Houston, Shreveport,
West Memphis, Toronto, Sydney and the Virginia Beach areas.

Actually, we find that all of the market areas in which we operate are intensely
competitive, and including keen competition comes from numerous large inde-
pendents and smaller regioral chains who are aggressive and flexible merchan-
disers. So, in summary I would reject any notion that there is less competition
pricewise or otherwise, in grocery retailing today.

Question 2. Is there a direct relationship between the market position of food
chains and their profitability?

Answer. This is a difficult question to answer because we don't know of any
reliable measure of "market position" and therefore have nothing to measure
"profitability" against. (Most of the published measures of so-called "Market
shares" seem to be based either on some consumer popularity survey or on some
arbitrary allocation related to number of store outlets.)

Our objective in any area is to build customer confidence and to develop
sufficient patronage and sales to have an efficient operation. To the extent that
we do gain general acceptance we get better sales. And our experience indicates
that when we do well saleswise we also do well profitwise. This is probably just
another way of saying, "Wherever we are successful, we succeed.' But success
is by no means assured for any length of time, or for any given store, regardless
of current overall acceptance. Within any given area, we may very well have
stores ranging the whole spectrum in sales and profits. That is, two stores in the
shae city may have entirely different operating results even though both are
on the same price structure and have similar facilities. We think this situation
could well reflect differences in local management abilities, customer make-up,
location accessibility, and numerous other factors.

Question S. What is the reliability of the profit margin data on which the
chains base their claims of paper-thin margins?

Answer. Insofar as the Safeway Company is concerned, the profit margin
data submitted to this Committee are completely reliable. These figures came
from the same sources and can readily be reconciled to the annual reports issued
by the Company, the reports filed with the Securities and Exchange Compisi>n
and the filings made to the Internal Revenue Service. All of our figures have been
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prepared in accordance with- generally accepted accounting principles applied
on a consistent basis for all of the periods involved, and every -dollar of U.S.
sales costs and profits are included in statements submitted to this Committee

So I would answer that yes, our profit margin data are reliable, are valid. And
by any comparisons I've seen, they may properly be regarded as "paper-thin."
I think we can be proud of what the retail food industry has accomplished for
American consumers as a result of the highly competitive environment which
is reflected in these profit margins.

Question 4. Does the enormous buying power of the chains lead to anti-com-
petitive activities?

Answer. I just don't see in the marketplace any enormous buying power of
chains.

Safeway's purchases are made in the wholesale market on a decentralized basis
with each of its 20 Retail Divisions purchasing only to meet the requirements of
the stores it operates.

And in our buying we compete with each and every other potential buyer-
corporate chains, voluntaries, co-ops, unaffiliated retailers, hotels and restaurants,
hospitals and other institutional buyers, and not unimportantly with government.

Question 6. On chain pricing policies, what relation does the cost of the product
have to the prices that are finally charged at the retail level?

Answer. Cost is one of the many factors taken into consideration by a merchant
when he goes about determining the price at which he is going to offer his mer-
chandise for sale. Some others, and not necessarily in order of their importance,
are quality of the product, perishability, consumer demand, seasonality, avail-
ability of competing or substitute products, competing merchants, adequacy of
supplies, credit terms (if any), whether it is a new item without an established
market, and so on. The importance of each of the several factors varies by product
and the merchandising plan of the seller. A door-to-door peddler of eggs may be
selling freshness rather than price. A charge and delivery grocer may be selling
service. As can be seen, cost is just one of several factors and its importance varies
with the job to be done.

Question 6. Do various sorts of commercial bribery in the industry add sig-
nificantly to the price of food?

Answer. I have been associated with the Safeway Company for just over 3g
years. My experience is that commercial bribery is all but non-existent. I believe
we have not had over a half dozen instances that I can recall. These were in the
nature of gifts or bribes to our people. In each case we disciplined the employee
and suspended doing business with the vendor. We have very strict rules about
accepting gifts-we regularly notify our employees and our vendors of the rules
and we enforce them rigidly.

I read the articles in the Wall Street Journal about the bribery, etc. in the
meat business in New York. I would have to assume that skullduggery of this
type adds to the cost of food, but just how much I wouldn't be in a position to say.

I, can guarantee you that the Safeway Company wouldn't knowingly do business
with gangsters or racketeers.

Ouestion 7. How do identical prices show up so often among the major chains
in the market when presumably their costs would vary?

Answer. When you refer to "cost," if this is cost of product I don't think you
will find variations all that frequent, and I would question that the presumption
is correct. In the purchase of many or even most of their products, corporate
chains, voluntary groups and co-ops all pay about the same.

Also, there are traditional prices associated with certain products (although
probably the victim of inflation now) such as the 50 candy bar or the 10 cornu-
copia. Finally, in a situation where the economy-minded housewife painstakingly
compares ads and "shops around" from store to store, competition for her patron-
age is such that it should not be surprising to find a high frequency of near-
identical prices.

Question 8. Has a mutuality of interests in this industry reached the point where
it has led to a lack of price competition?

Answer. In my opinion, "mutuality of interests" among grocery retailers-and
their suppliers and their customers-extends to such areas as improving consumer
information, standardization of terminology (e.g., meats), increasing productivity
throughout the system, and avoidance of barriers to product development or
movement. All these f acilitate rather than deter the active, aggressive competition
which I feel characterizes grocery retailing.

In my experience, I just have never seen nor do I understand the idea of any4'mutuality of interests" among competing grocers when it comes to such ac-
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tivities as site selection, store design, merchandise assortments, prices or pricing,
services offered, or promotional programs. Quite to the contrary, it seems to me
that each grocer bends every effort to attract and hold the patronage that enables
him to succeed. In other words, the name of the game is to out-compete your
competitor, pricewise and otherwise, rather than to sit back and contemplate
"mutuality of interests" you might be presumed to share with those other mer-
chants who are trying to out-compete you.

Question 9. Are trade associations an anti-competitive factor in the food industrv?
Answer. To the best of my knowledge, no. Trade associations can and do provide

a very constructive channel for the gathering and dissemination of factual in-
formation about an industry, about opportunities for productivity improvements,
and reviews and recommendations regarding legislative or regulatory proposals-
informational, educational, and analytical activities resulting in positive contri-
butions to members of the association, to their customers, to their suppliers, and
to legislators and research or regulatory agencies.

Question 10. Can the anti-trust laws effectively improve competition in the food
retailing business?

Answer. I am not an expert in the area of anti-trust laws, but as discussed and
documented in my statement (and in my answers to the other questions), I
believe food retailing is already and long has been one of the most vigorously
competitive of any business I can think of.

Anti-trust laws and their implementation obviously have a place. But, as in-
cluded in my statement, I certainly do concur with Senator Proxmire's position
that all present or porposed legislation and regulations, anti-trust along with others,
should be subjected to critical review and cost-benefit analyses. And I mentioned
some areas where so-called anti-trust programs in actual practice have anti-
competitive effects, and are counter-productive to this nation's anti-inflation
objectives.

The following statement is not in the form of a question but bears so heavily
on the subject here today I would respectfully like to comment:

Press release JEC 12/6/74-"Although the chain executives have been complaining
about paper-thin margins during this period of inflation, they have been registering
fantastic increases in profits. For example, fourteen major chains showed an average
increase of 115 percent in the third quarter of 1974 over the third quarter of 1973."

We don't question the accuracy of the foregoing comparison but we should
point out the well-known and well-documented fact that in the third quarter of
1973 the profits of chain grocers were severely depressed because of price controls
then in effect, great numbers of product shortages and the use of custom slaughter
for beef. As reported by the U.S. Department of Agriculture, the ratio of profit
to sales for food chains in the third quarter of 1973 was only 0.4%. Thus the third
quarter ratio of 0.4% compares to a "norm" of about 1.0% for food chain profits.
If we increase the 0.4% ratio by 115% we come up with a ratio of 0.86%, which
is still below the "norm."

Our experience at Safeway was that the third quarter of 1973 was the poorest
profit year in terms of dollars since 1969 and in terms of percentage margins 1973
(0.84%) was the lowest in the past 20 years. It would appear that a more realistic
comparison could be drawn using averages for some prior periods rather than the
depressed third quarter of 1973.

Senator PROXMIRE. Mr. Odgers, may we have your statement, sir?

STATEMENT OF RICHARD W. ODGERS, ATTORNEY

Mr. ODGERS. Thank you, Mr. Chairman. I am the attorney who
represented Safeway prior to its dismissal from the recent San Fran-
cisco antitrust case involving A. & P., and I represent Safeway
in several pending actions involving similar issues.

On Monday, December 9, Mayor Joseph L. Alioto testified before
this committee and made some assertions with respect to Safeway
that are so far afield of the facts that I can only assume that he was
misinformed. I do not know where he actually obtained his informa.
tion about Safeway, but the inference was that he was relying upon
evidence introduced in the recent San Francisco antitrust trial
involving A. & P.
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In fairness to the mayor, he was not involved in the preparation
or trial of the San Francisco case, although the plaintiffs were repre-
sented by his law firm. The fact remains, however, that the circum-
stances of the San Francisco case, insofar as they had anything at all
to do with Safeway, bear so little resemblance to the statements
made by Mayor Alioto last Monday that a reply is essential.

As a lawyer, I am constrained by the Code of Professional Re-
sponsibility from comment on the evidence or merits of pending
litigation in which my clients are involved. I am, however, free to
quote from the public record, and that is what I intend to do.

The mayor suggested that Safeway, in conjunction with A. & P. and
Kroger, the other two defendants in that case, possessed and exer-
cised the power to fix meat prices, that Safeway had a centralized
buying operation in Chicago, that Safeway did not compete at retail
with the other large chains, that Safeway uses the yellow sheet in
purchasing beef and that the court in San Francisco had in some way
enjoined Safeway.

This committee should know that there has never been a deter-
mination of any kind in any court anywhere that Safeway was involved
in unlawful activity regarding meat price fixing or rigging, either at
wholesale or retail, and the court in San Francisco did not enter any
kind of an injunction against Safeway. In the San Francisco lawsuit
to which Mayor Alioto referred, the case went to trial only against
A. & P. The reason it did not go to trial against Safeway is summed up
in an order of the court which embodied representations made to the
court by plaintiff's lawyer, who is the mayor's son and a member of
his law firm. That order, and those representations to the court, are
so different from what the mayor said last Monday that I would like
to read a brief portion of the court's order, and I quote from that
order:

As respects Safeway, plaintiff's discovery has shown that in a number of areas
the facts are different than those which plaintiffs had believed to exist when their
complaint was filed. Safeway, for example, does not use formulae based on data
published by private market reporting services to determine the prices to be
paid by it for fresh beef at wholesale.

Since shortly after World War II, Safeway has not been integrated backward
into producing, feeding or slaughtering live cattle, and Safeway does not purchase
or trade in livestock either directly or indirectly, nor does it have ay present
intention of doing so. Safeway does not utilize centralized buying. Also, Safeway
has been in competition with, and continues to compete with, either or both of the
other defendants in a number of major markets, and in recent years Safeway has
entered a number of additional markets where it also competes with either or
both of the other defendants.

Moreover, only a small portion of Safeway's total fresh beef requirements were
purchased through its Chicago buying office, which Safeway has now closed, with
the result that it no longer maintains any meat buying facility of any kind in
Chicago. Safeway's fresh beef purchases are made by means of 'offer and accept-
ance' whereby packers' offers are received and accepted separately through more
than fifteen meat buying offices, generally by mid-week of one week for delivery
during the following week. Also, Safeway does not follow the practice of furnishing
fresh beef price data or other fresh beef purchase information to any private
market reporting service.

Safeway has not and does not intend to change or depart from its policies and
practices, one, against exchanging any information relating to the pricing of fresh
beef with competitors through trade associations or by any other means; two,
against furnishing any fresh beef price or other purchase information to private
reporting services; three, against receiving fresh beef from distant sources where
adequate supplies of fresh beef of like grade and quality were available from
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local sources at the same or lower delivered prices; four, against voluntary dis-
closure to third parties-other than authorized government agencies-of its pay-
ing prices for fresh beef; and five, of continuing to make stenuous efforts to ensure
adherence to the principles of its 'offer and acceptance' method of purchasing
fresh beef. It is Safeway's policy to take all reasonable steps to assure that its
employees continue to adhere to both the spirit and the letter of the 'offer and
acceptance' method of purchasing fresh beef.

The court order concludes:
Plaintiffs, taking into account all of the circumstances set forth herein *** do

not believe that prosecution of this case against Safeway is warranted.

That is what the mayor's son, acting as plaintiff's attorney, told
the San Francisco court in February, 1973, and the court embodied
that statement in an order which dismissed Safeway as a defendant.
With all due respect to Mayor Alioto, I think he should have made
himself aware of his son's representations to the court, and of that
court order, before making unsupported charges to this committee
and to the press. I think that the court's order, entered after the
plaintiffs in the San Francisco case had spent 5 years examining
Safeway documents and taking the depositions of Safeway employees
from the chairman of the board down through the meat buyers
themselves, says all that needs to be said. Thank you, Mr. Chairman.

Senator PRoxMIRE. Thank you, Mr. Odgers, and Mr. Mitchell.
Thank you very much for your very strong and effective presentation.

Mr. Mitchell, as you are aware, the consumers of this country are
suffering from the worst increases in food prices in recent years,
and perhaps ever. For the past 2 years food prices have increased
sharply, and lately at an annual rate of more than 10 percent.

We know a number of casues for this increase can be identified.
However, most consumers are still perplexed, and as I said, suspecious
about this unexplained increase in the farm-retail spread. At a time
when prices at the farm level have been declining or stabilizing, the
prices at the retail level have been increasing.

How do you justify this discrepancy and this widening margin?
Mr. MITCHELL. The widening margin, as I understand it, between

farm prices and retail prices reflects not only the retailers' portion
of the business, but many others in between. I do not think it is too
relevant that the retailer has a certain share. I think the more relevant
figure is what he gets to keep.

As I said in my statement, after we go through all of the work of
bringing wholesome food and so on, all the good things to the people
through the Safeway Stores, we end up with a penny and a half on
each dollar.

Senator PROXMiRE. I knowv you do that. You made that position
very clear. I want to get to that a little later.

As far as the consumer is concerned, what bothers him is the price
he has to pay, and part of that is within-may not be your profit, but
part of it is within your control. You stipulated yourself in your
analysis that I also want to come to a little later, of the proportion of
income that people have to pay for food that has gone up, and has
gone up rather sharply in the last couple of years. That increase, it
seems to me, ought to be justified by the element in the food industry
that is as important as you are, in view of the fact, as I say, farm
prices over the last year or so have not gone up.
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RETAILER HAS NO CONTROL ON THE PRICES HE PAYS

Mr. MITCHELL. I would sav that the retailer has practically no con-
trol whatsoever on the prices he pays for merchandise.

I clipped something from the Wall Street Journal last week that
said prices of potatoes last May were $14 plus. Now they are $3 plus,
They have gone down. I am sure there are retail prices that have gone
down on potatoes. When the $14 potatoes were up there, you get
letters of complaint. You can imagine the letters I get.

Senator PROXMIRE. There are some farm prices going up, going
down. They fluctuate all over the place. They went up 5 months
last year. They went down this past year, they went down 7 months.
Overall they did not go up. Yet the food prices that the consumer has
to pay did go up.

You said that you were not able to make much of an increased
profit on that. As I say, I want to come to that a little later. What I
am getting at is you have made a great point and quite a convincing
point about the efficiency of the food distributor, about your very
great concentration on efficiency. Something is happening to that
efficiency when your costs are going up as rapidly as they are, unless
you can explain it.

COSTS AFFECTING FOOD RETAILER PERFORMANCE

Mr. MITCHELL. We have two types of cost, the cost of merchandise
and the cost of operating the stores. The cost of operating the stores as
a ratio of sales would be indicated by the tables we submitted. It has
actually been going down, which I think is a pretty darned good
achievement when you know that everything we are buying from
labor to supplies to diesel oil to electricity, and everything else, is
going up.

Senator PROXMIRE. Something is happening to that margin. If
farm prices are rot going up but you have to pay more for your
merchandise, who is getting that increased margin? Is there a whole-
sale or a processor somewhere in there that is getting a much greater
proportion of the food dollar? If you are saying, you are netting very
little more while the farmer is getting less, but food prices to the
consumer are rising sharply somewhere, if there is not a ripoff, there
is an expansion in cost, at the very least.

MIDDLEMEN RAISING PRICES TO FOOD RETAILERS

Mr. MITCHELL. The cost that we pay for our merchandise, the
canned beans, the canned peaches, the beef and so on, are pretty
well out of our control. We have had-and I have a record here, Mr.
Chairman, of what we call cost-price increases. In the week of No-
vember 9, there were 572 vendors who came to us and said, Mr.
Safeway, we are raising our prices to you on 572 prices. In the week of
November 16, they came in and said, we are raising our prices to
you on 706 items. This is excluding fresh fruits and vegetables and
meat, which fluctuates weekly. These are things like canned beans,
canned peaches, sugar, you name it. On November 23, there were 497.
On November 30, there were 396. We carry 10,000 items. If you are
getting 3, 4, 500 price increases a week without the ability to absorb
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that, if the price of peaches goes up from $4.90 a dozen, to $5.90 a
dozen, we cannot absorb that.

Senator PROXMIRE. Mr. Mitchell, you are a very intelligent and
able man. You either dispute my argument, my position that the
farm prices have not gone up, or you tell me, because you know about
your costs and you know about your suppliers' costs, you must know
that. You would not be as efficient and successful if vou did not know
it. Where is this increase taking place?

Mr. MITCHELL. All I can speak for-I appreciate the comments
you made-all I can speak for is the retailers' position. We do not
own any canneries. I do not know what the cannery problem is. We
do not own any sugar mills.

Senator PROXMIRE. I understand that you are very, very effective
buyers. You have been very vigorous and very strong in buying beef,
for example. We had testimony in that area, and you would not be
as successful as you are if you let the sellers come to you and your
suppliers and you pay whatever price they propose. You shop around
and you satisfy yourself that you are getting it from the most efficient
kind of supplier.

So you must have some suspicions, some notion, some pretty in-
telligent notion of why the prices have gone up and why the consumer
has to pay so much when the farmer is not getting more.

Why is this?

FOOD CHAINS NOT THAT EFFECTIVE IN BUYING SOME GOODS

Mr. MITCHELL. We are not as smart buyers as vou would indicate.
For instance, on branded goods we are buying off price lists. The
price list is put out by the vendor, and we pay the same price, we
hope, as the wholesaler, as the voluntary groups, as the co-op and as
the other corporate chains.

I think without trying to practice law, and I am not a lawyer, I
think it would be illegal if we were to shop around and buy something
at less than their list price on a carload basis.

Senator PROXMIRE. Maybe I can come back to that a little later.
Let me get to something else.

I want to talk about your return on sales as compared to the return
-on equity. There are two measures of profit. One is the profit you get
on sales. That is very pertinent, very appropriate, particularly when
you are talking about the price to the consumer. But the return on
equity is also of great significance, too.

Is it not true that return on sales on food would be lower because
of the rapid turnover of goods in your industry versus steam turbines,
for example? While you complain about your return on sales, your
return on equity is also a meaningful measure of profit. It is rising
through the roof from 141 percent in the first quarter to 20 percent
in the third quarter, a 40 percent increase. At that rate you can pay
for your investment in only a 5-year period.

The Internal Revenpe Service data compiled from tax returns show
the return on equity onfood retailing has beenconsistently higher than
the average of all retailing from 1950 through 1971. Those are the
latest figures the IRS could supply us with.

In fact, for most of this period the return. to food retailing ,x-
ceeded all manufacturing rate of return.
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Let me ask, on that basis, is it not true that your return on your
equity has been very handsome and compares very favorably with
other industries? I am not talking about your particular firm, but
your industry, food retailing.

THE PROFIT DEBATE-IS RETURN ON SALES OR PROFIT THE MOST USEFUL,
PERFORMANCE INDICATOR

Mr. MITCHELL. I think in trying to understand return on equity
you have to look at the capital structure that the company has decided
to use. We have decided that we would finance the business with what
we call off-balance sheet financing. We have $11% billion that does not
show on the balance sheet of leased liability. These are assets used for
the company. The present discounted value of these leases I estimate
would be about $1 billion. This is capital that does not show up for
the company.

SAFEWAY S REASON FOR ITS HIGH RETURN ON EQUITY

Various companies are leveraged. We are leveraged very heavily
on the lease end. Others are leveraged on debt. The return on equity
is not necessarily a measure of efficiency or lack of efficiency or
profiteering or what have you.

Senator PROXMIRE. Leverage simply indicates that you would show
a high return on equity or a low return on equity, depending on the
overall return on your invested capital; it is nevertheless true that
your return on equity is a real measure of profitability as far as the
stockholders are concerned for your enterprise.

That, as chief executive officer of Safeway, that is what you are
responsible for.

Mr. MITCHELL. This is correct. We have chosen over the years to
leverage this thing. If we had chosen, instead of having leasing, to
own these assets, finance them through debt or finance them through
additional equity, our return on equity would be about 7 percent in-
stead of 13 percent.

Senator PROXmTRE. The fact is, not only your return but the return
on equity throughout the industry is very high and compares very
favorably with other industries.

Let me then go to the Federal Trade Commission's findings in 1972.
The Federal Trade Commission study on monopoly overcharge in 100
concentrated industries found that in the food industry alone there
was about $2.6 billion in monopoly overcharges. In other words, what
would prices be if indeed there was competition in these industries.
such as the food industry that exhibited administered prices due to
overconcentration and monopoly?

IS SAFEWAY' S RETURN ON EQUITY HIGH BECAUSE OF MONOPOLY-
OVERCHARGE?

The FTC used a figure of less than 10 percent rate of return on
equity as the point where monopoly profits begin.

Mr. Mitchell, if your industry is competitive, how do you ration-
alize rate of return to Safeway at 20 percent, more than double the
figure that the Federal Trade Commission used to indicate excess.
profits due to monopoly?



171

Mr. MITCHELL. Mr. Chairman, we can say there is so much over-
charge in the retail food industry and Safeway and so on, but I keep
coming back to the fact that when you take the audited statements,
the earnings are just not there. If there was an overcharge of $2.5
billion, or $4 billion, or whatever the figure was, it does not really
matter, then it should show up somewhere, should it not? It should
show up in the net profits of the company.

But the profile, if you could draw a profile of the retail food industry,
it is not the profile of a profiteer, of a price fixer or a noncompetitive
industry. It is the profile of a very lean, hard-working, efficient
business.

WHERE DO THE MONOPOLY PROFITS GO?

Senator PROXMIRE. I do not know what you mean by profile.
The Federal Trade Commission provided this basis for evaluating

monopoly profits: that some failure of entry or inability to compete
created a situation where those in the industry were able to get a
return above 10 percent, in your case 20 percent. Their conclusion
was that there is a $2.6 billion overcharge because of it.

Mr. MITCHELL. I would ask the Federal Trade Commission, where
does this $2.6 billion end up? It does not end up in the net profits of
the companies. We can demonstrate that and we can document that.

Senator PROXMIIRE. It ends up in part there. It ends up also in a
greater tax revenue to the Federal Government. It ends up partly in
higher profits for you. That is what the $2.6 billion means.

Let me ask you about something that bothers this Senator a great
deal.

WHY SAFEWAY WISHED TO KEEP THE DIVISIONAL PROFIT DATA PRIVATE

In your letter of November 13, you insisted that the data supplied
to the committee not be disclosed to the public. I do not understand
why you want to withhold information such as divisional profits.
Why cannot the Congress and the public know these facts?

Mr. MITCHELL. We have thought that divisional information
would be of value to our competitors. They would be able to analyze
our merchandising strategies and be able to find out those that worked
and those that did not work, and in all candor, it is none of their
business.

Senator PROXMIRE. Look at the tremendous disadvantage you put
your competitors that are not operating on a nationwide basis. We
know what the profits are for a relatively small operation that may
operate, say, just in the Washington, D.C. area, in the Chicago area,
or just in the Philadelphia area. We do not know the Safeway divisional
profits because they can conceal them because they are a nationwide
operation.

Why should you have that advantage, and why should not, the
public know that fact? Why is it not their business since they have to
buy food,- and their only choice is to buy it from your industry.

DIVISIONAL PROFITS GIVE COMPETITORS A CHANCE TO EVALUATE

CORPORATE FAILURES.

Mr. MITCHELL. Our concern, Mr. Chairman, is with our com-
petitors, not public, not Congress.
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Senator PROXMIRE. Why would it not be healthy to have the
competitors move into areas where you are getting high profits?
Why would that not be good for the consumer, good for the public,
good for competition?

Mr. MITCHELL. And evaluate our failures. They would also be
able to evaluate our failures; everything we do does not work.

Senator PROXMIRE. That is all right. Why not? What would be
wrong with that?

Mr. MITCHELL. This has been our philosophy. If Congress wants
to change it, that is fine.

Senator PROXMIRE. I want to know from the public interest stand-
point, if you cannot defend it. I think you can, if it is defensible,
from a public interest standpoint, why should not the public know
whether you are making a very high profit in Seattle or a very low
profit in Seattle, very high or low profit in Washington?

Would that not be a useful aid to get competition in these areas,
for the competition to react intelligently on the basis of the informa-
tion they would have?

SAFEWAY ALLOWS RELEASE OF ITS DIVISIONAL SALES AND PROFIT DATA

Mr. MITCHELL. Perhaps it would.
Senator PROXMIRE. Would you object to my releasing the data?
Would you invoke the rule if I do it?
Mr. MITCHELL. I would prefer you did not. If you think it is the

thing to do, Senator, go ahead.
Senator PROXMIRE. I will do it if you will agree that I can do so.
Mr. MITCHELL. Could we correspond on that subject?
Senator PROXMIIRE. The hearing is today-if we correspond on the

subject we would prefer greatly to have an opportunity to question
you on this right now. You are before the committee now. You have
the attention of the committee. You have the attention of the Con-
gress, and the report that we make on this, if we correspond, it is
likely to be of less value.

Mr. MITCHELL. As we said in our statement, I would prefer that
we keep these things confidential. Like the sales of individual stores,
we keep confidential.

Senator PROXMIRE. Will you object if I disclose this information?
Mr. MITCHELL. I would not object.
Senator PROXMIRE. You would not object?
Mr. MITCHELL. I would not object.

SOME SAFEWAY DIVISIONAL PROFIT INFORMATION

Senator PROXMIRE. All right, sir.
Then returning to your 18 operating divisions, they were all profita-

ble. Before income taxes and administrative expenses are reduced,
they are making 3 percent on sales.

The Seattle division, for example, shows the following increases:
1970, 4.98 percent on sales; 1971, 4.70 percent; 1972, 3.82 percent;

:1973, 3.76 percent; 1974, the first quarter, 4.5 percent; the second
quarter, 5.51 percent; the third quarter, 5.79 percent.

Those are extraordinarily profitable figures in this particular indus
try. You have been talking about a 1-percent return. This is before
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taxes; nevertheless, you would agree that it is a very handsome return
in that area.

Salt Lake City division also shows a large increase, ending up with
5.22 percent in the third quarter, 1974, 3.62 percent in 1973, and so
forth.

How do you account for lower profits shown in the District of
Columbia as against the Seattle and Salt Lake divisions? Is it not one
of the highest priced areas for the price of food, the Washington, D.C.,
area?

Mr. MITCHELL. I do not know which are the higher priced areas for
food. I recently saw a cost of a market basket of food for various cities,
and Boston, as I recall, is the highest city. I do not know where Wash-
ington, D.C., stands.

Senator PROXMIRE. It has been suggested that a major factor was
the Federal Trade Commission investigation of the D.C. market. The
.fact of the examination of an antitrust agency has an unsettling
influence and tends to increase competition.

Do you think that is meritorious or not?
Mr. MITCHELL. Our posture regardless of having an FTC investi-

gation or any investigation, our posture is to remain competitive.
Senator PROXMIRE. Did Safeway cooperate in the 1970 investigation?

SAFEWAY FOUGHT THE FTC FOOD CHAIN INVESTIGATION

Mr. MITCHELL. I really am not familiar with that. I assume we did.
We generally have been cooperative with Government agencies.

Senator PROXMIRE. I understand subpenas were issued and Grand
Union and Giant responded. Safeway and A. & P. contested the sub-
penas.. A. & P. was ordered to respond to the Commission and did so.
Safeway's motion to squash was denied by the Commission, and
Safeway sought an injunction in the northern district of Texas.

Why did you go to Texas for a case in Washington, D.C.?
Mr. MITCHELL. I am not an attorney, but we are under a consent

decree, dating back to 1957, as to what is known as the Fort Worth
case. In that consent decree, the court has certain jurisidiction.

Incidentally, that had to do with selling at too low a price. Some-
times, Senator, I wonder if we are predators or profiteers. I get a
little bit confused.

Senator PROXMIRE. As I understand it, you were not cooperating
in the FTC investigation. You felt the people in the Washington metro-
politan area were not entitled to know about the investigation, and
that the people were not entitled to the facts, is that right?

Mr. MITCHELL. Those are matters that are handled by our legal
department. I really am not that familiar with them.

HOW SAFEWAY IS COOPERATING WITH THE PRESENT FTC INVESTIGATION

Senator PROXMIRE. Since July of this year, there was a new Federal
Trade Commission investigation. Are you cooperating this time?

Mr. MITCHELL. I testified, yes, sir.
Senator PROXMLIRE. What kind of information have you been asked

for, and what are you supplying?
Mr. MITCHELL. It was all verbal. They did not ask for any written

documents. I spent a whole day with the Federal Trade Commission
attorney, answering questions.

52-788-75 12
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Senator PROXMIRE. On what?
Mr. MITCHELL. They ranged the whole gamut of questions about the

organization, the duties of people, how we buy, how we sell.

SAFEWAY DOES NOT LIKE ITS DIVISIONAL PROFIT DATA TO BE MADE
PUBLIC

Senator PROXMIRE. Pricing? Profits?
Mr. MITCHELL. As I recall, there was some information on pricing,

how are prices arrived at.
Senator PROXMIRE. Will you attempt to have divisional data sub-

mitted on a confidential basis and held in camera or not?
Mr. MITCHELL. If the FTC asks for it. I assume the legal division,

legal department of the department would ask them to keep the in-
formation confidential.

Senator PROXMIRE. Why?
Mr. MITCHELL. For the reasons I previously stated. I think it is

beneficial to our competitors to get our operating data.
Senator PROXMIRE. You would deny-at least previously you did

not deny that this would be beneficial to the consumer too. It could
be beneficial to the consumer; it could be in the public interest?

Mr. MITCHELL. It could be. I do not see exactly how it could be.
Senator PROXMIRE. If the profit figures and the margin figures are

sufficiently big, it encourages competition and that is desirable for the
consumer, because with more competition he gets a lower price. There
are greater options for buying.

Mr. Mitchell, when the Food Advisory Committee of the Cost of
Living Council was preparing for phase IV, it set forth some plans for
action and included the kind of information they needed. Under the
caption "Industry Profile," it stated, some measures of concentration,
ratios where the percentage of industry sales by the largest firms will be
needed to determine the degree of competition that exists within each
industry.

CONCENTRATION DOES AFFECT COMPETITION

Would you agree that concentration in the market does affect the
amount of competition at present?

Mr. MITCHELL. You are answering your own question. The number
of people in the market determines competition. Is that what your
question is?

Senator PROXMIRE. Concentration, then, in the market does affect
the amount of competition present, yes. In other words, you are saying,
if you have a greater concentration, you have less competition?

MITCHELL HAS A UNIQUE VIEW OF THE EFFECT ON CO-MPETITION OF
CONCENTRATION

Mr. MITCHELL. I do not agree to that.
Senator PROXMIIRE. You do not agree to that?
Mr. MITCHELL. I would agree if there were fewer competitors in

the market, fewer operators on the market, there would be fewer
competitors.

Senator PROXMIRE. Why would it not make sense that if you are
going to have more effective competition, you have more sellers?
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Obviously when you have a situation such as you have here with
Safeway and Giant having 60 percent of the retail sales in the Wash-
ington area, there is a tendency obviously for them to dominate the
market as a whole, is there not? And to be in a far better position to
establish the kind of prices that they would like to establish, profitable
prices, and to maintain high prices?

MITCHELL ARGUES THAT THERE IS STRONG COMPETITION IX EVERY

MARKET WHERE SAFEWAY OPERATES

Mr. MITCHELL. I would not say so. We have good strong competi-
tion, in every market we operate in, regardless of the number of
operators, regardless of the number of stores we have.

Senator PROXMIRE. We have an IRS memo drafted during phase II
that states that our experience indicates that there are many ways to
manipulate the profit margin. Two Internal Revenue Service agents
told the committee that, within your vertically integrated structure,
you certainly had that capability, and during their audits, they found
a number of examples.

If I were a businessman and saw the IRS or Federal Trade Com-
mission looking at gross margins in my stores, I would shift more of
my costs forward to make my margins appear small. Is that not true?

NO HIDDEN PROFITS IN SAFEWAY

Mr. MITCHELL. You are speaking for other people in the industry
I am not that familiar with them.

I can state that the information we have filed with this committee,
the information we filed with the Cost of Living Council and the
Price Commission, the information that is shown on our annual report,
and the information that we filed with the Securities and Exchange
Commission includes every dollar of profit we make. There is no hidden
profits, no shifting from one area to another. You have the whole story.

Senator PROXMIRE. It is possible to make your retail margin appear
small by shifting your cost forward so that it appears that your net
is less than it actually is.

IS SAFEWAY SHIFTING COSTS?

Let me give you an example. The staff found in some of the docu-
ments submitted by you to the committee that between September
25 and October 1, 1974, the Safeway's milk plants supplying the
Phoenix division charged your warehouse 58.9 cents per half-gallon
for Lucerne homogenized milk. This milk retailed at 63 cents in one
zone, 65 cents in another.

However, the data supplied to the committee showed some other
chains at Phoenix got their milk delivered in their stores under 51
cents per half-gallon. Mr. Mitchell, that is 8 to 9 cents cheaper per
half-gallon. Either your milk operations are not as efficient as we
believe, or you are playing games with costs.

Mr. MITCHELL. Mr. Chairman, we transfer all the products, for
example, from the Phoenix milk plant. We transfer all of them to the
retail division at cost. We do not make 1 cent of: profit in the milk
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plant. This is true of any other manufactured items. We are trans-
ferring everything at cost.

I do not know where those figures came from.
Senator PROXMIRE. I am giving you a specific example. I do not

want to take too much time because I do have to go to another
meeting, and Senator Schweiker is here. I have gone over my time.

WHY ARE SO MANY FOOD CHAIN PRICES IDENTICAL?

I do have two other questions I would like to ask you. One, Mr.
Mitchell, I am just astounded by the number of items in your stores
and various markets that are exactly identical to those in your com-
petitors' stores. We found in a price check in the Kansas City market
in October 1974, for example, out of 3,959 items, almost 4,000 items,
that were checked, Safeway and A. & P. had identical prices on 2,969.
Out of 4,000 items, 3,000-75 percent of them-were identical in
price.

Presumably, your costs are different. How does it happen that you
can have this kind of identical, precise identity with this very large
number of items?

Mr. MITCHELL. Your first assumption that our costs are different
is in error because we are all buying our price list from vendors,
national vendors. We are all paying the carload price, and if someone
wanted to give us a lower price, we could not take it because of
Federal Trade Commission rules.

Campbell's soup quotes $6.90 a case. This is the price we pay. We
do not haggle. They would not lower it. We do not ask them to
lower it.

Senator PROXMIRE. We have had testimony before our committee
that there are tremendous differences in the price by sellers, and they
fluctuate daily, they fluctuate hourly, they go up and down. The farm
prices are not fixed at a specific level.

Furthermore, there is another element here you made a point of,
and a good point of, and I think it is true, that Safeway is very,
very efficient. You have trained your help very well. You have or-
ganized your operations efficiently, more efficiently then your
competitors.

Therefore, why would you not be in a position to underprice your
competitors from the standpoint of increasing your volume? Would
it not be good to shave your price by 1 cent or 2 cents, instead of
having it precisely identical in three-quarters of the cases?

Mr. MITCHELL. Let me go back a moment. The prices you are
quoting, I think, are not the prices that go up and down. The prices
that go up and down are the perishables, the lettuce, the carrots,
the things that you buy weekly.

The prices I am talking about represent the most number of items
in a grocery store and grocery department. They are bought on price
lists. Those are the things that we pay exactly the same thing as the
co-op does, as a voluntary wholesaler does, as everybody else does.

Senator PROXMIRE. You may pay the same, but there is a margin.
I am not talking about the profit margin. I am talking about the mar-
gin between what you pay and the margin you sell. There may be a
margin of 20 percent, 30 percent, 40 percent. It is not a margin of 1
T)ercent, between what you buy and what you sell.
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Mr. MITCHELL. The first thing I want to correct-
Senator PROXMIIRE. You are talking about gross margin?

SAFEWAY DOES NOT BRY AT BETTER PRICES THAN OTHER FOOD STORES

FOR MANY GOODS

Mr. MITCHELL. Yes. I want to correct the idea that we have
different costs. Because of laws, I think the grocery business has
pretty much the same cost of merchandise, we are all paying for a
can of Del Monte peaches or a case of Del Monte peaches, $6.90 a
dozen. These things are priced traditionally in the area of, say, 20
percent gross.

Senator PROXMIRE. I will contest that. I do not have the documen-
tation to do it right now. Certainly, there are differences in main-
tenance, differences in transportation costs, differences in many,
many other things.

Mr. MITCHELL. We are talking about gross profits.
Senator PROXMIRE. All right. Go ahead.

MITCHELL DISCUSSES PRICE CHECKS

Mr. MITCHELL. Now you come along and say you have the same
price, you have the same price. There are certain magic prices in the
grocery business. If you ran analysis of this, you would find most of
the prices end in 9, then they end in 7, and then 5 because this as a
psychological thing.

Before we get too far into this, we check each of the list prices.
Nobody in his right mind is going to be undersold in any important
item. If we have a price of 69 cents, and somebody comes in and
they have 71 cents, they are going to lower their price to our 69 cents
pretty darn quick, or they are not competitive.

Senator PROXMIIRE. It goes the other way, does it not?
Mr. MITCHELL. Having a set of prices that are equal is probably

a good proof that there is competition.
Senator PROXMIIRE. It sounds like the steel industry; they always

say, sure, our prices are always equal to the last percentage point.
That proves we have competition

It seems to me it proves exactly the opposite. If you have com-
petitors who are striving to increase their volume, you do not get that
kind of behavior.

For instance, it seems to me that this can be used as a tool for
keeping prices in line. It is the kind of conduct you would expect of a
price-fixing conspiracy. If everyone is playing this follow-the-leader
game, one of the chains arbitrarily goes up in price on an item, it
would seem to me the others would go up on the item. There is where
you get the monopoly overcharge.

Mr. MITCHELL. Just because prices are the same does not mean
there is price collusion. Before we had the inflation, remember, we
had a 5-cent candy bar. The 5-cent candy bar was 5 cents everywhere,
yet there was no getting together on it. We had a 10-cent cornucopia.

Senator PROXMIRE. Here you have a situation in October, you had
a tremendous amount of changes in a number of items. Yet with such
a volatile market, with prices going up and down as rapidly as they
are, everybody stays in line.

o2-788-75-13
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It is hard to accept that as a competitive behavior.

CHECK COMPETITION BEFORE SAFEWAY 'MOVES A PRICE UP

Mfr. MITCHELL. Our competitive posture has been-and we try
to follow this-that is, last up, first down. We get a price increase, a
vendor comes through and says we are increasing your price by 24
cents a dozen. We do not raise our price immediately. We check
competition, let them take the heat. Let them cause their price image
to deteriorate. We will check competition before we move up.

You are talking about the price checks that we make. We send
price checkers to the competitive stores regularly to make sure we
are on the market.

MOVE PRICE UP IN RESPONSE TO COMPETITOR IF PART OF A PRICE
ADVANCE

Senator PROXMIRE. If you find your competition has moved the
price up, you move the price up?

Mr. MITCHELL. If it is on a cost advance.
Senator PROXMIRE. This is what infuriates the housewife. She

goes in and buys something. She sees that the price has been changed
and marked up. She knows that you must have paid a particular
amount and marked it up to begin with enough to give you a reason-
able margin. Then you mark it up again.

Mr. MITCHELL. We do not do that any more, Senator. Back in the
old days

Senator PROXMIIRE. When did you stop doing that?
Mr. MITCHELL. In July of this year.
Senator PROXMIRE. No Safeway store will mark up a price when

it is already on the shelf?
Mr. MITCHELL. That is correct. That is correct. This was the

result-you say you get letters from customers; -I get letters from
customers. I get phone calls from customers, and I take them all. I
have had phone calls from customers. They are entirely right. They
say, here is a package of detergent, and it says 39, 49, and 59 cents.
What are you pulling off on us?

I thought the right thing we could do, the morally right thing to do
with these rapid price increases was to say we would not mark up shelf
stock once it is priced, and we do not. This is a universal program
throughout the entire Safeway Co., Safeway International.

Senator PROXMIRE. I am going to ask one more question before I
leave.

This relates to a rather dramatic testimony we had last Thursday
about the commercial bribery that has affected every major chain in
New York City. In most cases these bribes reached the levol of vice
president, and according to the prosecutors, many of these corporate
executives were taking as much as $85,000 and $90,000 a year in
bribes.

They found the impact on the price of meat, on the average, was
4 to 5 cents per pound, which of course is substantial compared to
the industry's alleged profit margin of 1 cent o01 the dollar. The
prosecutors say that these practices are not limited to New York
City or limited to meat purchasing.
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Apparently the Department of Justice strike force is out looking
at allegations in other parts of the country. A disturbing factor is in
none of these cases did the chain management uncover these illegal
activities. It must have had a significant impact on their profits.
They were told that the chains did not have anyway to police these
activities. They were also told the chains did not take this problem
very seriously.

Do you at Safeway take the problem seriously?

SAFEWAY EMPLOYEES DO NOT ACCEPT BRIBES

Mr. MITCHELL. Very seriously. We have had longstanding policies
that we remind our people of periodically and remind our vendors of
periodically that our people do not accept gifts, bribes, entertainment,
and so on.

Senator PROXMlIRE. This is not the Chlistmas gift or entertainment
that is bad, I agree; but this is for more serious. This is a systematic
program of ripping off the consumer, in effect, by taking, as I say
$85,000-$90,000 a year for a corporate executive, and on a wholesale
basis with literally hundreds and hundreds of people involved in
offering and accepting bribes.

What practices and structures do you have to prevent that from
taking place, other than the statement that it is not company policy
to accept gifts?

Mr. MITCHELL. In 38 years I have been with the company, we
have uncovered probably. one-half dozen-no more than that-
incidents of vendors bribing our people. These have been uncovered
by other employees telling us, by the vendors telling us that the
employees have come and asked for things.

Senator PROXMIIRE. Have you ever thought, in view of the scandal
in New York, of having an efficient investigator to go and make a
thorough investigation to determine whether or not in any of your
vast operations this might be going on?

It seems to me that ibis would make a lot of sense, not just from
the standpoint of morality, but from the standpoint of your own
profit and loss operation.

SAFEWAY AUDITORS CHECK FOR KICK13ACKS

Mr. MITCHELL. We have an extensive audit program. I think we
have 23 staff auditors that go out to places and audit prices, invoices,
and sometimes you can tell when a man is getting a kickback by his
level of living. If you just sit down to take a look at him, what is he
doing.

Senator PROXM1IRE. Do you check that out?
Mr. MITCHELL. Yes, sir. Where is he spending his time. As I say,

we have had less than one-half dozen.
Senator PROXIJIRE. How many have you investigated?
Mr. MITCHELL. I would guess 50 at least.
Senator PROXMIRE. O ver how long a period?
Mr. MITCHELL. In the last 10-15 years, something like that.
Senator PROXNIRE. That is not very many when you consider the

vast number of stores 3you have. How many employees do you have?
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Mr. MITCHELL. In the United States under 100,000.
Senator PRoxMIrRE. 100,000 employees, and you had 50 investiga-

tions. This indicates this is a very limited effort on your part.
Mr. MITCHELL. The guy that is susceptible to this is a buyer

because he does control a lot of money. He can make these deals.
Those that we have run down, we have terminated or disciplined the
employee and cut out doing business with the vendor involved.

SAFEWAY IS NOT A TOUGH PRICE COMPETITOR

Senator PROX-MIRE. Does Safeway make a serious attempt to
undercut or underprice competitors?

Mr. MITCHELL. We try to maintain a competitive posture. We do
not engage in loss leader selling.

Senator PROXMIRE. Just to underprice your competition. I was in
the printing business before I came to the Senate. That is highly
competitive, that business, because we just went out and underpriced
our competition. You gentlemen do not seem to do that in that
industry. You match the competition.

Mr. MITCHELL. We try to price our merchandise at the optimum
price to generate traffic. Now I would say that this year, to date, we
have a sales increase at about 20 percent, the inflation factor there
though is 11 percent. We have had an increase in the number of
customer transactions. I think we must be doing something right as
far as the customer is concerned as opposed to our competition. We
would not be getting those sales increases.

Senator PROXMIIRE. That shows what a lack of competition, a
vigorous, strong competition there is in the industry. You do not
have a policy. You just told me you had a policy of not undercutting
your competition, of not cutting prices to get business, and yet you
are doing very well in this industry.

ONLY SOFT PRICE COMPETITION IN THE FOOD RETAILING INDUSTRY

It seems to me if you had an industry in which there was vigorous
competition, you would not be able to do better and better with
the soft, gentle, benign, easy policy of not competing vigorously in
price.

Mr. MITCHELL. Do you think there might be charges of predatory
pricing practices then?

Senator PROXMIRE. No. How can there be charges of predatory
practices, provided you are as efficient as you indicated you are, and
I believe it, and you cut your prices? I am not asking you to sell
below cost.

Mr. MITCHELL. We generally have a policy against that.
Senator PROXMIRE. You can still beat your competition if you are

more efficient because vour costs are less in many areas such as in
Seattle, for example, you have this 5 percent margin on sales, which
in your industry, is five times the margin of the industry as a whole.
You should be able to make sharp cuts and get a bigger share of the
market and benefit the consumer and the public interest.

Mr. MITCHELL. In some instances, we are handling all the business
we can handle.
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Senator PROXMIRE. My time is up.

HOW COMMODITY PRICES AFFECT RETAIL PRICES

Senator SCHWEIKER. One of the questions I have, what relationship
is there between falling commodity prices and your pricing system?
How much of a time lag is there, if there is a lag in terms of whether
prices come down once your input price declines?

Mr. MITCHELL. In the perishable field, fresh fruits, produce, and
meat, we believe we are on the market every week and we have
followed the meat prices down. We have submitted information to
Congressman Vigorito's committee that I think, in my opinion, sub-
stantiates the fact that we have reflected the lower cost of beef in
retail prices. In the grocery end of the business there is about a 2-
week lag by the time you get the paperwork done and get the prices
into the computers and get them out to the stores.

So on a price advance or price declared you have 2 weeks from the
time the vendor tells you there is a price change to the time the price
is reflected on the shelf.

Senator SCHWEIKER. Is there a direct relationship? If bulk prices
go up about 20 percent with the add-on to that by the time it gets
to the store, and then they decline by the same 20 percent and the
add-on declines proportionately, is that fully reflected in your pricing
policy?

SAFEWAY TRIES TO BE LAST WITH A PRICE HIKE AND FIRST WITH A
PRICE CUT

Mr. MITCHELL. We believe it is. As I mentioned to Senator Prox-
mire, we have a standard in the company last up, first down. When
we get a low price, we like to be the first one to announce, to improve
our price image, to announce the shelf low price. When the price ad-
vances, we like to wait for someone else to put the price up first and
take the heat from the consumer and then we go up.

There would be more of a lag on the advance in price than there
would on a declining price. Furthermore, an advancing price, we have
adopted a policy of not changing any shelf stock prices. Anything
previously marked on shelf stock we will not reprice it up but we will
reprice it down. But this increases-if it takes us 2 weeks to get the
paperwork out to the store on a price event, then he must have 2
weeks' supply on the stock shelves.

So there is really a 4-week lag between the time we get a notice of
an increase and the time we put the increase in effect. This is reflected,
Senator, in the fact that our gross profit-I do not know if you follow
me on gross profit which is the difference between cost and sell-our
gross profit rates of the years of the last 10 years have been going
down, not up. If we had inventory profits, if we were pricing mer-
chandise up that we bought at the old low price, the gross profit rate
would tend to expand, not contract. It is going down and has been
going down.

Senator SCHWEIKER. I think Senator Proxmire mentioned a moment
ago one of the things that really disturbs the housewife, and you con-
curred, was the repricing policies of some of the stores.
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Just a matter of a couple of months, one of my staffers went into
one of the Pennsylvania stores. Within a half hour-not your store,
but another store-within a half hour they had purchased five items.
Three of the items had been marked up twice and two of the items had
been marked up three times.

In several other cases the repricing increase was 20 percent while on
the shelf and the others 30 percent.

So I can see where the housewife burns on that because it is ob-
viously a profit the store realizes by just doing nothing but over-
stamping the last price.

You announced, you say, was it July when you instituted your
policy about doing that, which is good. I think along with that, the
other thing that burns, that I get complaints about is reading where
raw material or raw prices have declined and yet are not reflected in
the store.

TENDENCY TO INSTITUTE A PRICE DECLINE FASTER THAN AN INCREASE

Mr. MITCHELL. There would be a tendency for us to reflect price
declines more quickly than price advances. The time span spread
would be in effect if shelf stock is already priced and we do not advance
it, but we do immediately lower it.

So if you had 2 weeks' supply on the shelf, there would be an extra
2 weeks for the customer to buy at the old, lower price.

Senator SCHWEIKER. Even though you have paid a proportionately
higher price on that-

Mr. MITCHELL. For the replacement stock, yes, sir.
Senator SCEWEIKER. I understand sugar is declining on the shelf.

What is your stores' policy on declining sugar prices at this point?
'Mr. MITCHELL. Unfortunately, the retailer, or at least our prices

on retail sugar, never did get up to the increases that we paid at
wholesale. This is because we have this lag, I mentioned there are
2 weeks, and 2 weeks to get the paperwork done, plus 2 weeks on the
shelf.

So we never did get up to the top price when we were paying about
71 cents a pound for sugar. So the first downward prices, downward
costs in sugar, may not be reflected in a downward price on the shelf
because it was never raised. But certainly, I would certainly say as
the sugar price continues to decline, our retail price will decline.

Senator SCHWEIKER. I have to go to a Full Appropriations Commit-
tee meeting, too, with Senator Proxmire. Ile asked me to turn the
questioning over to Mr. Stockton, of the staff, at this point.

Mr. STOCKTON. Mr. Mitchell, as you are well aware, Mr. Alioto's
law firm was successful in prosecuting A. & P. for price fixing. The
jury found A. & P. guilty and awarded damages of $32 million to the
affected cattlemen. Safeway was also one of those chains accused of
price fixing. As Mr. Odgers has pointed out, a number of those charges
were set aside.

What were the original allegations against Safeway in that case?
Mr. MITCHELL. Can Mr. Odgers answer that?
Mr. ODGERS. The question is with respect to the litigation in San

Francisco might be brought to me but, as I mentioned in my comment,
I am precluded on commenting on the merits of the evidence in that
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case. But the allegations, however, are part of the public record and
the complaint in the allegations were that retail chains, generally
including the three-named defendants, had conspired to fix low-whole-
sale prices for fresh beef, and it was those charges to which Mr. Alioto's
son, the plaintiff's lawyer, and the court, were directing their atten-
tion in the order that I read, in which they said, "Further prosecution
of the case against Safeway is not warranted."

SAFEWAY'S SETTLEMENT WITH CALIFORNIA CATTLEMEN

Mr. STOCKTON. What was the settlement that you made with the
cattlemen out of court?

Mr. ODGERS. Our settlement after 5 years, and I think perhaps the
amount of settlement, incidentally, is the best indicator of the weak-
ness in which the plaintiffs viewed their own case against Safeway,
after 5 years in a major antitrust case, it was a mere $45,000, which I
think fairly can be described in an antitrust case of that magnitude
as perhaps less than a nuisance value.

AvIr. STOCKTON. If there were no substantial allegations, why did
you settle for anything?

Mr. ODGERS. We are all aware that the prosecution or the defense
in a major antitrust case is an expense which is enormous. For ex-
ample, the public record indicates that A. & P.'s counsel were paid
several hundred thousand dollars in the preparation of that case for
trial.

So $45,000 to settle an antitrust case of that kind is fairly described
as peanuts.

Mr. STOCKTON. What were the specific terms of that settlement as
regards Safeway? Mr. Alioto pointed out that as a result you moved
the remaining portion of your centralized meat operation from
Chicago.

Vas that part of the settlement? What were the specific terms?
Mr. ODGERS. No, sir; it was not. The specific terms of the settle-

ment were embodied in the order which I read. I do not have a full
copy of it with me. I will be happy to transmit it to the committee by
letter. But the concluding terms-

SAFEWAY CHANGED NO ACTIVITIES AS A RESULT OF THE SETTLEMENT

Mr. STOCKTON. None of your activities had to be chanced as a
result of the settlement?

Mr. ODGERS. No, sir. We represented to the court, and there was a
joint representation by a plaintiff's lawyer, Mr. Alioto's son and by me,
that Safeway conducted certain practices and did not intend to change
those practices. But Safeway was not enjoined or required to do anv-
thing. It was not required to stop any activity nor to change its
activities. Indeed, Mr. Alioto's son represented to the court that the
facts that I read a few moments ago were different than those at Safe-
way, which he thought was the case when the suit was filed. And it
was for that reason that he asked the court that the case be dismissed
as to Safeway with prejudice, and that was done in February of 1973.

Mr. STOCKTON. In terms of meeting with competitors, that has
been coming up throughout these hearings. Mr. Alioto testified before
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the committee last week and he cited what he termed as examples of
collusion between the chains that had come up during their investiga-
tion or trial.

One example, the president of Winn-Dixie said he had provided his
private telephone number to the president of Safewav. This claim
would facilitate communications between the two of you in talking
about general industry matters.

In such situations, what do you talk about with your competitors?
Mr. MITCHELL. In the first place, whoever it was from Winn-

Dixie has never given me his private phone number
Mr. STOCKTON. Was this your predecessor he gave it to? It came

out in a deposition.
Mr. MITCHELL. He is a personal friend of our former chairman, who

is now retired from active duty in the company. He was a personal
friend of his. He had known him for many, many years. During that
time, I might add, this goes back to 1955 and 1965, during that time
Safeway and Winn-Dixie did not operate in the same territories. We
are now competitors. This is an example of competition movement.
We have moved into areas and do compete.

SAFEWAY HAS NEVER CONTACTED WINN-DIXIE

Mr. STOCKTON. This was not a case of discussing prices or margins?
Mr. MITCHELL. I have never talked to those people on private

lines. I have never called them. I have never known their private
phone numbers, and I would have no occasion to call them.

Mr. STOCKTON. Does Safeway belong to the National Association
of Food Chains?

Mr. MITCHELL. Yes.
Mr. STOCKTON. Have you ever sent any of your executives to meat

clinics of the national association?
Mr. MITCHELL. I understand some years ago some of our executives

did attend a meat clinic.
Mr. STOCKTON. One of Senator Proxmire's questions was: We have

evidence in deposition form that the meat clinics of various chains'
executives discussed prices and consumer tolerance for higher prices
on certain food items.

PRICES ARE DISCUSSED AT TRADE ASSOCIATION MEAT CLINICS

For example, one fellow felt that the housewives would not buy
bacon if it went over 99 cents. However, another man assured him
that he sold out at $1.29. There are numerous other examples.

It is interesting to note that the minutes of these meetings were
color coded to hide the identity of the chain executives.

If, indeed, Safeway chain executives have attended such meat
clinics, what is the reason for this color coding? Do you think it is
justified?

Mr. MITCHELL. I am not familiar with it. I have never been to a
meat clinic myself. The people that went were under strict instructions
not to discuss price or supply or other matters that might be question-
able, and I am confident if there had been discussions they would have
left the meetings. Those are our standing instructions for our people.
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When they came home from the meat clinic, they never made a report

to anyone else, as far as I know. At least I never heard of a report as

to what was discussed, what was not discussed.
Mr. STOCKTON. In the subpenas, the committee asked you for all

documents relating to meetings between Safeway personnel and

competitive personnel. So far we have received a totally inadequate
response from Safeway, only a list of officers that attended National

Association of Food Chain meetings. This list appears to be incomplete.
Did any of the Safeway personnel attend the Las Vegas meeting

of the association, this last one in October?
Mr. MITCHELL. N-'\o.

SAFEWAY NOT ACTIVE IN THE ASSOCIATION

Mr. STOCKTON. Are you still active in the National Association?
Mr. MITCHELL. We are still members. We are not active in a sense-

for example, I have never been to a convention of that association or

any other association. We are not active in that sense. We pay our

dues and get bulletins. That is about the size of it.
Mr. STOCKTON. None of your personnel go to any of the National

Association meetings?
Mr. MITCHELL. Our personnel have. In fact, I have been to two of

their board of directors' meetings both in connection with the Price

Commission and the Cost of Living Council matters; I was going to be

in on the meeting of the Cost of Living Council Food Advisory Com-

mittee the following day and they were having an NAFC meeting

where representatives from the Cost of Living Council and the Price

Commission explained regulations.
Yes, I did attend those two meetings. I did listen to what they had

to say, and that was it.
Mr. STOCKTON. Do your personnel meet with competitors in re-

gional and local retail associations?
Mr. Mitchell. They are under strict rules not to and I believe they

do not.
Mr. STOCKTON. I am sorry, I missed that.
Mr. MITCHELL. They are under strict rules not to attend such meet-

ings, if there are any meetings of that kind.
Mr. STOCKTON. They do not belong to any of these regional or local

associations?
Mr. MITCHELL. I do not know. That information was submitted on

Friday to you. It should have been through our good U.S. mails on

Monday, the additional information you asked for.
Mr. STOCKTON. The metropolitan profit data? We received that.

We did not receive anything further in regard to this question of

meetings with competitors.
Mr. MITCHELL. I have a transmittal letter. It must be on the way.

Mr. STOCKTON. Fine. How often does the out-of-house counsel you

employ meet with competitors?
Mr. MITCHELL. Let Mr. Odgers answer that. He is not a house coun-

sel. I do not know if he has ever met-
Mr. ODGERS. You mean the lawyers?
Mr. STOCKTON. Yes, the various law firms that Safeway retains.
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Mr. ODGERS. The only occasions that I am aware, and I have beenrepresenting Safeway in FTC and antitrust matters for some yearsis in connection with the actual conduct of litigation where, as we areall aware, our codefendants necessarily have their lawyers join incertain motions and in the conduct of discovery and so forth.
That is the only occasion that I have met them; I have never en-countered lawyers for other retail chains.
Mr. STOCKTON. Mr. Mitchell, isn't it true that Jim Rill, Safeway'scounsel here in Washington is also counsel for the National Associa-tion of Food Chains?
Mr. MITCHELL. Yes, I think that is true.
Mr. STOCKTON. Do you see a potential conflict-of-interest problemwith this arrangement?
Mr. MITCHELL. When there is a problem involving the NAFC andSafeway, again I am not a lawyer, but he would have to watch out forhis ethical conduct; and even if he can represent two people, which Ido not think he can, I assume he bows out in one way or the other.Mr. ODGERS. Further than that, that is the case. He representsSafeway only in those matters in which Safeway is involved indi-vidually in some particular matter that does not have anything to dowith the association. Where there is any involvement whatever, thereis other counsel retained or counsel used from the company's own legalstaff.
Mr. STOCKTON. Isn't it true that he has access to margin, profit,and cost data of your competitors which is submitted to the NationalAssociation of Food Chains?
Mr. MITCHELL. We have not submitted that type of information tothe NAFC.
Mr. STOCKTON. Did you cooperate in the Ferris study?
Mr. MITCHELL. To my knowledge we did not.
Mr. STOCKTON. Do you have any idea which chains did? They saidthat was a comprehensive study.
Mr. MITCHELL. I do not have any information on that.
Mr. STOCKTON. Isn't it a fact that certain chains do submit theircost and profit data to the National Association and make it very clearthat they want this information to remain confidential?
Did you see a problem with one of the major chains' counsel alsobeing counsel for the National Association?
Mr. MiTCHELL. I do not know it is a fact, although you say it is.Mr. STOCKTON. It turned up in a number of documents that weresubmitted under subpoena to the committee.
Mr. MITCHELL. I think they submitted them to Cornell University.Mr. STOCKTON. The study I'm directly concerned with is one lastspring where the National Association attempted to show that themargin on meat was very, very thin. This was a conclusion that Mr.Ferris has been hired on other occasions by the industry to prove.There were a number of these margin submissions that were routedthrough the National Association.
Mr. MITCHELL. To the best of my knowledge, we did not participate.
Mr. STOCKTON. Have any of your competitors complained aboutwhat would appear to be a conflict of interest, or at least a suspect
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arrangement with your counsel also being the NAFC counsel or having
access to your competitors' data?

SAFEWAY TAKES MEASURES TO AVOID THE APPEARANCE OF CONFLlCTS

OF INTEREST, TMUCH LESS REAL CONFLICTS

Mr. MITCHELL. Not to my knowledge.
Mr. ODGERS. I should add, I do not believe it appears to be a

conflict of interest at all. It is a commonplace and customary situation.
As I said and as Mr. Mitchell said, in every instance where there
could be any appearance, much less fact of a conflict of interest, there
has been no joint representation nor any representation by Safeway
at all.

Mr. STOCKTON. Also regarding the National Association of Food
Chains, have any extra assessments been made by the NAFC for any
purposes recently?

Mr. MITCHELL. Not that I am aware of.
Mr. STOCKTON. You are aware of the fact the NAFC maintains a

fund of $264,000, out of wlhich $30,000 was recently appropriated for
NAFC intervention int an A. & P. court case?

Mr. MiTCHELL. I was not aware of that. This is the first time I
have heard it.

Mr. STOCKTON. Is that the way competitors act-you finance each
other's defenses in certain cases?

Mr. MITCHELL. I have not been active in NAFC affairs. This is the
first time I have heard of a defense fund or whatever you want to
term it. I have no idea what competitors, if any, contributed, nor do
I have any idea of how the money is going to be spent, or if there is
money as a matter of fact. It is news to me.

Mr. STOCKTON. All right.
In the documents that also came from the National Association

there were a number of other items listed. At their latest board meeting
in Las Vegas, the National Association budgeted $50,000 for a pro-
fessor, who has been in their employ before, to refute the charges
and theory of the current FTC retail food chain investigation.

Is that the kind of thing that the National Association should be
involved in?

Mr. MITCHELL. I am totally unfamiliar with it. I was not at the
meeting. We did not have a representative at the meeting. I have no
information as to what went on in the meeting.

Mr. STOCKTON. You are no longer on the board of directors.
Mr. MITCHELL. I never was on the board of directors.
Mr. STOCKTON. The executive committee.
Mr. MITCHELL. Never.
Mr. STOCKTON. WAhat were the meetings you were referring to

regarding the Cost of Living Council?
Mr. MITCHELL. That was a Government affair under the uaspices

of John Dunlop who was Director, whatever he was. He had a com-
mittee formed called the Food Industry Advisory Committee, and
that was made up of consumer representatives, of farm representa-
tives, wholesalers, two retailers, me being one of them, and three or
four college professors, and we met regularly and minutes vcre kept
in accordance with public laws and so on.
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PREFERENTIAL PRICING DOES OCCUR

Mr. STOCKTON. Earleir you were telling Senator Proxmire that you
never dicker over prices with your suppliers. You are probably aware
of the fact that the Packers and Stockvards Administration of the
Department of Agriculture recently filed suit against the Wilson Co.,
the largest meat packer in the country. It involves the Brigg's case
here in Washington where Safeway and Giant apparently got signifi-
cant concessions out of Brigg's, differentials of up to 20 percent,
compared to prices they were charging your smaller competitors.

Were you aware of this?
Mr. MITCHELL. I was aware of it when I read it in the newspaper.
Mr. STOCKTON. Isn't that an example of market power? Wouldn't

your buyers here in Washington have been aware of it at the time?
Didn't they dicker? This is a violation of the law, right?

M,\r. ODGERS. I am going to have to ask Mr. Mitchell not to com-
ment on matters pending in the Packers and Stockyards litigation or
other litigation.

Mr. STOCKTON. It is my understanding in that litigation, Safeway
is not involved, only Brigg's.

Mr. ODGERS. Likewise, there is a pending investigation. However,
I am going to have to ask Mr. Mitchell, indeed, I do not know whether
he knows anything about it or not. I think it is unreasonable and
unfair to ask him to comment upon facts that are involved in that
investigation.

Mr. STOCKTON. Stated another way, how do you guard against this
kind of thing, preferential pricing to larger chains?

Mr. MITCHELL. To clarify Mr. Odgers' statement, I know what I
read in the paper, period. I know nothing else. As I stated to the
Senator, we are very, very strict with our people. We lay down rules
and we know they are following them. We buy off price lists.

Mr. STOCKTON. I wonder if your buyers would have seen the price
list.

Mr. MITCHELL. Let's take a Del Monte price list. I do not see price
lists. Cur buyers get a Del Monte price list. We do not chisel off that
price list. A company like Del Monte would not let you chisel because
they know the law, too. There may be smaller vendors who would
want to get your business and want to do something for you. They
might be willing to. I do not know this, but we would not accept it.

Mr. STOCKTON. Wilson is the biggest packer in the country, are
they not?

Mr. MITCHELL. I do not know who is the biggest packer.
Mr. STOCKTON. Does Wilson do any private label work for Safewav?
Mr. MITCHELL. I believe so, yes, in this area.
Mr. STOCKTON. Do you ever make any contracts or whatever on

private labeling that could extend to other products?
Mr. MITCHELL. I do not understand.
Mr. STOCKTON. Do you grant them private label contracts in ex-

change for preferential treatment on costs of other products?
Mr. MITCHELL. No. The other products we are buying, say Camp-

bell's soup, they issue a price list for $6.90 a case for tomato soup.
There is no way that you can buy that for less than $6.90. If you did,
if you tried to induce them to give you an allowance, that would be
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illegal. Our buyers are well versed and well schooled in what they can
do and what they cannot do.

SAFEWAY DOES NOT BUY MEAT OFF THE YELLOW SHEET

Mr. STOCKTON. Do you subscribe to the yellow sheet?
Mr. MITCHELL. AVe do not buy off the yellow sheet. I have never

seen a yellow sheet.
Mr. STOCKTON. You do not use it as a guide?
Mr. MITCHELL. I do not know whether any of our buyers might

personally subscribe. I know the company would not subscribe. I
suppose it is available if somebody wanted to get it.

however, because of our method of buying, the yellow sheet is
completely irrelevant. We buy, as you probably know, from reading
the correspondence and so on, we buy by offer and acceptance. The
packer makes an offer to us and we accept or reject it, or we accept
part of it, and I might add that we buy completely decentralized.

Mr. STOCKTON. Senator Proxmire asked you about your profits,
rate of return on equity for the last four quarters, which has gone
from 14 to 19 percent. We notice in you financial statements, there
usually is a significant bulging of profits in the last quarter of each
year.

Are these accounting adjustments, or what is the cause of this,
and to string out that trend, would you look for a substantial increase
in the fourth quarter of this year also?

Mr. MITCHELL. What you are looking at, we do not have quarters
in the company. We have 12-, 12-, 12-, and 16-week periods, so the 16-
week period is always bigger than the 12 week period in both sales and
profits.

Mr. STOCKTON. The way you adjusted the data you gave us, I
believe it was on a quarterly basis.

Mr. MITCHELL. No, sir. The footnote on the schedule we gave you
identified quarters 1, 2, and 3 as being 12-week periods, ancl quarter
No. 4 ,the footnote to the schedule in the material I mailed personally
to you, that the fourth quarter is either 16 weeks or 17 weeks. We
always close off the business for a year on a Saturday. Every 4 or 5
years we have to have a 17-week period to catch up. They were iden-
tified on the schedule.

NEW SAFEWAY STORES OPENING WORLDWIDE

Mr. STOCKTON. Fine. How many new stores are you opening this
year?

Mr. MITCHELL. Our goal at the start of the year was 150. I think
we are gojng to get about 160, that is, worldwide. I do not have the
figure with me for the United States. It might be in the neighborhood
of 115 or 120.

Mr. STOCKTON. The wav vou handle this in you accounting system,
this generally lowers your profits, is that not true? In other words if
you were not expanding at all over a 1-year period, your profits
would be higher for that year than if you were expanding.

Is that not true?
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The Internal Revenue Service said that some of the industry profit
data was somewhat unreliable because of the different rates of ex-
pansion of the different companies.

Mr. MITCHELL. We have been expanding over the past 10 or 15
years. Our goal generally has been about 150 stores a year. This is
what we think is reasonable. It represents an amount in dollars of
capital expenditures that we can digest and generate internally and
so on.

So if we are doing this consistently from year to year, I do not see
that it has any significant effect on profits.

Mr. STOCKTON. In 1 year it would, but as a trend it would not?
Mr. MITCHELL. As a trend, it would not.
Mr. STOCKTON. Fine.
Back to your penny for the grocer. Could not anyone make the same

argument that-the telephone company rates, the rise in electricity
rates, gas rates, increases in water rates-if you divide anything in
this country by 220 million people, nothing by itself really causes
inflation?

Mr. MITCHELL. The point I was trying to make, if through some
device you decided that the grocery stores were ripping the people
off, they should not make any money at all, and gave all this money
back to the populace, I do not quite agree with the Senator's figure
for present inflation. He said 11 percent. I think the last figure I
saw was 14 or 15 percent. It is not going to significantly affect that.
It is going to come down from 15 to 14. You still have your customers
who are unfortunately having to pay too darn much for food.

And the solution, if you are looking for a solution with the retail
grocer, I do not think there is anything we can do that would help
you. If we are overcharging people, I would say it would show up
in the net profit. If we lower our prices 1 percent it is not going to
have a significant effect on the problems that this Nation has.

Mr. STOCKTON. There were some divisional profit questions that
the Senator did not have a chance to get to, so I will ask them.

For most of the chains which the staff has had the time to analyze,
there is a definite correlation between the market position and their
profits gained in those markets. This relationship, of course, for some
time has been a theory that FTC and antitrust lawyers generally use
as a measure of market power and anticompetitive activities.

SAFEWAY' S STRATEGY-BE THE MARKET LEADER IN EACH DiVISiON
IN WHiCH THEY OPERATE

In the case of Safeway, there is an apparent correlation, however,
it is not as strong as in the case of some of the other chains. You
show substantial profits in virtually every division, which is unique
in the industry. One reason for this phenomenon appears to be the
fact that Safeway has adopted a corporate strategy of becoming the
dominant chain in virtually every market in which you do business.

Safeway is No. 1 currently in 13 of the 19 divisions and No. 2 in 2,
and No. 3 in 1, and No. 4 in 2. This strategy has led to substantial
profits, generally above the industry average for most divisions.

Do you argue that your rather incredible success in these markets
that you control is not due to monopoly power, restraint of trade, or
other anticompetitive activities?
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Mr. MITCHELL. In the first place, I do not agree with what you
talk about controlling a market, and I think-

Mr. STOCKTON. You are the dominant chain in most of these
markets. From what we have been able to determine from your
price checks and other price checks, which, as you know, is a very
tedious process, it appears that in those markets where you are the
dominant chain, you generally charge higher prices. Is that not true?

SAFEWAY ARGUES THAT IT IS NOT A DOMINANT PRICE FACTOR IN ANY
MARKET IN WHICH IT OPERATES

Mr. MITCHELL. I think it is categorically untrue. I do not think we
are the dominant factor in any of these markets. There is good, stiff
competition in all of them.

I think you get a miscomprehension when you talk about the El
Paso market, you think of stores in El Paso. When you talk about the
Denver market, you think of the stores in Denver. This is not true.

We have 2,000 stores in the United States and 2,400 worldwide.
We operate in 1,400 different towns. We do not have concentrated
markets in the big cities. We have stores in the big cities, but we do not
have concentrated markets. Washington, D.C., we probably do have
more stores than anybody else. I think we have 42 stores in the
District.

Mr. STOCKTON. As you know, there is very significant concentration
in most American cities; some over 70 percent.

Mr. MITCHELL. The profit we make in the cities, I do not think is
the result of concentration because I do not think we are concentrated.
Furthermore, I do not think the data is any good on which you are
basing your argument, that we operate, as I mentioned, mostly in
one-store towns, and two-store towns, and as to Washington, D.C.-

Mr. STOCKTON. You are saying most of the concentration data that
is available is not reliable?

Mr. MITCHELL. Yes, sir. Most of it is our-most of these newspaper
surveys you see are really the result of a popularity contest where they
go around and say, where do you buy most of your groceries? They
buy 51 percent of their groceries at Safeway. Safeway gets to be
No. 1 there.

Mr. STOCKTON. There are a number of surveys that generally
correlate with each other measuring advertising any number of other
measures. They are generally in the same range, is that not true?
Would you not estimate that in Washington, you have approximately
30 percent of the market?

Mr. MITCHELL. I would not have any idea what we have of the
market in Washington. We could get a greater market than we have.
We have stayed with the inner-city in Washington, and there are a
heck of a lot of people who have not. We have stayed with the inner-
city in many of these places.

Mr. STOCKTON. You just do not agree with what we found in those
cities where we have gone through your price checks, that you are not
the price leader in those markets or the highest-priced chain?

Mr. MITCHELL. I would agree to the contrary. I would say we are
the price leader on the low price.

Mr. STOCKTON. We went through your price checks, for example,
in the Richmond market. It was just clear that you were higher
priced.
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Mr. MITCHELL. If we are higher priced, how is it that so many
customers favor us?

Mr. STOCKTON. There are a number of reasons, possibly, for that.

HOw MARKET DOMINANCE GIVES SAFEWAY A COMPETITIVE EDGE

You say that generally you are more efficient. That is why you
make higher profits. Is it not true that this success is not so much due
to efficiency, but to the fact that once you become the dominant chain
in a market, significant advantages flow from that dominance.

Preliminary analysis of the voluminous price checks that have been
submitted to the committee indicate that once a chain becomes
dominant in the market, they develop an image through enormous
advertising and other merchandising techniques that allows them to
charge higher prices.

For example, we noticed that you are number one in the Richmond
market, and your prices are the highest of any of the major chains in
that area. In the Washington market, you are neck and neck with
Giant for dominance, and the two of you have the highest prices in
the market.

Another advantage of being number one is the ability to obtain the
best store location. For example, when a new shopping center is being
built in Washington, the developers are not interested in asking
Jumbo Foods to locate in their shopping center. They want Safeway
and Giant because of the image and drawing power that is built up
through their dominance of the market, not because of their lower
prices.

In dealing with producers and suppliers, the major chains appear
to be able to extract better deals than other chains, not necessarily
because of volume, but because of their market position. For example,
in the Brigg's case here in Washington, Giant and Safeway were able
to extract prices from Brigg's which in some instances were 20 percent
lower than those provided to their competitors.

And there are other reasons. You develop a certain image so that
you really do not have to compete price-wise, and it is extremely
difficult for consumers to go from store to store.

Mr. MITCHELL. I would argue to the extent that gross profit is a
measure of your pricing structure-and it is an indication-we do not
have any higher gross profits rates in the city than we do in the
country.

PRICING ZONES AND PRICE CHECKS

Mr. STOCKTON. The Internal Revenue Service came here and said,
in their checks during phase II that margins were significantly higher
in those areas with lesser competition. Would you agree with that
generally?

Mr. MITCHELL. I would not agree with that.
Mr. STOCKTON. Do you not use pricing zones in certain markets?
Mr. MITCHELL. We do.
Mr. STOCKTON. What are they based on? Are they not based on

competition?
Mr. MITCHELL. Generally, they are based on geography. If we are

hauling out of San Francisco to Eureka, which is 350, 400 miles
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Mr. STOCKTON. How about within the same city? In the Phoenix
market?

Mr. MITCHELL. We would not have pricing zones within the same
city.

Mr. STOCKTON. A number of chains do.
Mr. MITCHELL. I do not know about other chains, their merchan-

dising philosophy, but if we have a pricing zone in the District, we
have one pricing zone in the District. We do not charge maore in some
stores and less in some stores.

I simply do not buy the idea that you do better in a concentrated
area than one that is not. I think it is extremely difficult-

DIRECT CORRELATION BETWEEN MARKET POSITION AND PROFITABILITY

Mr. STOCKTON. That is very true of the other chains we have
information on. There is a direct correlation between their market
position and profitability.

Mr. MITCHELL. Maybe that it why we are more successful, because
we go out after business.

Mr. STOCKTON. That is true because you have become dominant in
most of the markets in which you do business. There is no argument
with that.

It appears that another advantage in some of these markets when
you become the dominant chain is that your advertising rebates are
substantially higher? Isn't it true that many chains do not pay any
of this money on advertising? Most of this is paid through rebates
from suppliers?

Mr. MITCHELL. Let me go back to your statement. We do not
concede, and I do not agree with you, that we are dominant merchants
in any markets that we operate. We have good stiff competition. It is
a dog-eat-dog business.

As to our advertising allowances, we reported those to you. Those
are per the books. I used to be comptroller of the company. I am a
CPA. I know what is in the books. Those are per the books, and those
are the allowances we receive for advertising.

If other chains are getting more than we are, more power to them.
Mr. STOCKTON. Significantly more than you are-their profits in

some cases are due entirely to advertising rebates. This was true of
Grand Union last year. Albertson's had more rebates than you
reported to us.

Mr. MITCHELL. We review all of those. We take those, where we
carry the product, where we think it is a profitable deal. We do not
take all of them.

Senator HUMIPHREY. Mr. Mitchell, I deeply regret that I could not
be here at the opening of this meeting. 1 serve as chairman of the
Consumer Econcmics Committee of the Joint Economics Ccmmittee.
Today, I have been in what we call a conference committee on the
Foreign Assistance Act. I bad to stay away for a little while.

We thank you very much for coming, may I say, from the com-
mittee, and for your cooperation with the staff. I have a brief opening
statement that I shall not take time to read into the record.

I will simply note the great concern that we have here. I also serve
as a member of the Committee on Agriculture and Forestry. This ever-
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widening gap known as the price spread between what a farmer gets
for what he sells and what a consumer pays for what he buys; and the
spread continues to widen.

There are many factors, of course, that relate to that spread. I am
not attributing it to any one because from the raw material produced
by a farmer up to the time that the consumer brings it to the kitchen
or to the home, there are many, many transactions, and everybody
gets a piece of the action, as we say.

But the consumer still feels, and the farmer-let me put it this way-
the farmer feels that he is getting blamed for the high food prices
when agricultural prices are going down and have gone down consider-
ably. The consumer feels that there is something amiss here, because
he reads about the beef prices that are down, the pork prices are down.

At the same time, they go into the supermarket and find that the
prices of bacon are way up; they have no relationship at all to hog
prices, these unbelieveable prices in the supermarket for bacon.
They go into the supermarket and take a look at these prices, and then
they talk to their uncle who runs a cattle ranch or is out there on the
feeder lot and find out what happens to beef prices.

They take a look at hamburger. They know hamburger is made
from low-grade beef, for example, dairy cows, that are marketed
generally to make hamburger meat. In my State, sir, we pay people
to take the cow from the farm right now.

That is a fact. That is a factual statement. It costs a farmer more
to get rid of the cow than he receives for the payment of the cow by
the time he has paid the transportation to haul it to market. The
price of that cow in terms of money that comes to him is less than the
transportation and the handling.

Yet the price of hamburger stays right up. These are the paradoxes.
Undoubtedly, there are explanations. Some of them have been made
here today, I am sure, by yourself prior to my coming to this meeting.

I want to just go over a few specific questions and then some general
questions with you, Mr. Mitchell. There was an ad here that appeared,
for example, in the Washington Post, November 18, shortly before
Thanksgiving.

It shows that the prices for turkeys in six different categories for
all major chains in Washington are all identical. I think it is rather
difficult to understand how this can happen in a so-called competitive
market.

WHY FOOD CHAIN PRICES ARE OFTEN THE SAME

What I am most curious about is, how did both Safeway and Giant
arrive at 55-cent price for their private labeled turkey? It seems in-
credible to me that with presumably different costs, why was not
Safeway's price either 54 cents or 56 cents or 52 cents, and Giant's
price a little difference?

Or to put it bluntly, how did you hit on the same price on the same
day in the same market for the same bird?

Mr. MITCHELL. Senator, I do not think there is anything unusual
about having the same price on any article in the stores. We all had
substantially the same costs. We buy from the same vendors, and
I went through this with Senator Proxmire. When you are talking
about groceries, we are all paying the same price for Campbell's soup.
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We in this industry will not be undersold on any item that is of
any importance. This is true. We are not the only people, this is true
of the competition. So someone announces a 55-cent price, and say,
we had planned on a 57-cent or 56-cent. We are not going to try to
sell it at 56 cents or 57 cents. It is very competitive, and the customer
is very aware of that price, so we lower our price to 55 cents.

If, by chance, we had come out at 53 cents, I am sure-I do not
know who was first to come out with 55 cents. If we had come out
with 53 cents, I can promise you that it would not have been 53
cents alone, but for a few hours, and they would meet us.

Senator HUMPHREY. A few hours is right. I grew up in the mer-
chandising field. I know what it means to compete because I was the
son of a druggist. We had to compete against discount stores, so we
watched prices very carefully. Even now I get my report. We still
operate our business. We have to be highly competitive. In fact, we
are constantly trying to compete. Sometimes we try to underprice
in order to get that market.

You have loss leaders like everybody else, do you not?

SAFEWAY WILL MEET LOSS LEADER COMPETITION, BUT WILL NOT

INITIATE IT

Mr. MITcHELL. We do not make a practice of selling below cost as
loss leaders, no sir.

Senator HUMPHREY. You do not?
Mr. MITCHELL. No. We will meet loss leader competition, but we

do not initiate it ourselves. But back to that 55-cent price, as I say,
people in the business have substantially the same costs. I do not
know what the 55-cent turkeys cost. It was probably in the neighbor-
hood of 51, 52 cents. That probably would have been our cost, and
the merchandising manager, he wants to make a profit. What can I
get on it? He has 55 cents, and the other guy has 55 cents. I do not
know who hit the newspaper first, or if the newspaper is giving our ad
prices, which we have had happen. They will find out what our price
is, and they do it.

Senator HUMPHREY. Interestingly enough, I found our staff in
checking what we call the price check, we were astounded by the
number of items in your stores in various markets that are exactly
identical to those in your competitors' stores.

We found in a price check in a Kansas City market in October 1974,
for example, that our of 3,959 items that were checked, Safeway and
A. & P. had identical prices on 2,969 of those items; in other words
75 percent of your prices are identical to those of A. & P.

BACK TO PRICE CHECKING

Mr. MITcHELL. That is a measure of competition. We have price
checkers that go out to our competition to see what they are selling
merchandise for. We are not going to be undersold for any important
item.

Senator HUMPHREY. Let us take a look here at New Jersey, at the
Paterson and Newark markets. An A. & P. price check, also in October
1974, showed the following identical prices with 10 percent of the mar-
ket under the control of Shop-rite, 91 percent of 4,759 articles were
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identical in price to A. & P. Grand Union, with only 8 percent of the
market, 91 percent of 4,759 items had the same price as A. & P.

Pan-rite with 22 percent of the market, 93 percent of 4,759 items
had the same price as A. & P.

So with these four firms, Shop-rite, Pan-rite, Grand Union, A. & P.,
about 92 percent of all the prices are identical. Is that what you call
competition?

Mr. MITCHELL. That is what I call competition.
Senator HUMPHREY. It is?
Mr. MITCHELL. The fact that they are all the same means they

are competing and lowered the prices to the reasonable low side that
they can do.

NO PRICE AGREEMENTS BETWEEN CHAINS

Senator HUMPHREY. Does it not mean that there is a gentleman's
agreement that prices will stay at a certain level?

Mr. MITCHELL. There never has and never will be as regards to
Safeway with any other chain. Just because you have the same prices
does not mean collusion. In the good old days you had a 5-cent candy
bar. That did not mean that people got together and priced it. Our 10-
cent cornucopia or something like that comes-

SAFEWAY SIMPLY SAYS IT WILL NOT GOUGE-IT OFFERS NO BARGAINS!

Senator HUMPHREY. I cannot understand why you all stay in line
on prices so accurately all the time.

A/Ir. MITCHELL. We are checking prices, and this is competition. If
we go out to a Lucky or A. & P., Kroger, or you name it, and we find
they are 2 cents below us on Campbell's soup, we are going to move
down as fast as we can because we have made a pledge to our cus-
tomers, if you buy all your food at Safeway, you will have a fair
grocery bill, and it will be no higher than anybody else's.

Senator Humphrey. Can you explain to me why there is not an
extra supermarket in Southwest Washington in addition to your one
Safewav?

Mr. MITCHELL. I do not know.
Senator HUMPHREY. I want to know how 50,000 people are supposed

to be served by one grocery store.
Mr. MITCHELL. I do not know why the other grocers have not moved

in. I can assure you there has been no collaboration and no discussion.
Senator HUMPHREY. I was not trying to indicate that. I just wond-

ered if you could tell me why the situation is the way it is.
Mr. MITCHELL. If our prices were out of line, Senator, I am quite

sure, dead sure, that there are plenty of people who would be willing
to move in and take our business away from us.

Senator HUMPHREY. They do not.

SENATOR HUMPHREY UNHAPPY WITH PERFORMANCE OF SOUTHWEST

WASHINGTON, D.C., SAFEWAY STORE

Mr. MITCHELL. They probably check our prices
Senator HUMPHREY. I have been there since 1965, and there is just

the one Safeway Store that you cannot get into. It is absolutely a-it
is a menace to life and limb. You really have to put on knee-guards.



197

The only man that should go in there is Larry Brown with a helmet on;
he is so tough that he can take the knocking around.

I want to get this off my chest, because somebody in the city needs
to do something about this. There is one drugstore, one supermarket in
that whole cockeyed area that runs for a couple of miles.

WVhv, we have got more than that in Waverly, Minn., and we only
have 500 people, but we have two supermarkets in our little town.

Mr. MITCHELL. Are you suggesting we should put another Safeway
supermarket in?

Senator HUMPHREY. A good idea. Either that or Giant should serve
the customers. You know how many people go elsewhere to shop be-
cause they cannot find a place to shop?

Mr. MITCHELL. If we put another Safeway supermaket here, these
gentlemen would have me up here saying you are trying to monopolize
the business.

Senator HUMPHREY. NO doubt we would do that to see if there were
identical pricing.

I am verv serious about it, this shows what market control means.
This is exactly what it means. Possibly you have such a dominant
position there that nobody dares compete with Vou. At the same time,
you are not giving the customers the service that they rightly deserve.

You have Peoples drugstore and Safeway, period, and you can go
down there for blocks and there is apartment house after apartment
house. M'Iore people must live within five blocks of that store than
live in my town where I grew up with 15,000 people.

They say that there are 50,000 people in that area that are trying
to be served by your one store. I think there is something cockeyed,
and I am going to try to find out what it is.

Mr. MITCHELL. I would not know why there are no other mer-
chants. We have no contact with them. I think if the conditions are
as you describe

Senator HUMPHREY. They are.
Mr. MITCHELL [continuing]. That some enterprising merchant

would not move in. Maybe this would be a chance to have a branch
of your drug company down here.

Senator HUMPHREY. I cannot do it. I am sorry. We do not have
reciprocity. I am very serious about it. I think there is something in
this here. I want to know why one company is so dominant in that
area that nobody else comes in.

Mr. MITCHELL. I think you vwill have to ask the other chains.
Senator HUMPHREY. We plan on doing it. I want to review with

you a little bit some of the marketing practices. Of great concern to
consumers is possible overcharging by retail chains in one area in
order to subsidize lower prices in other areas of stiff competition;
of course, that is a fact.

SAFEWAY OPERATES AUTONOMOUS DIVISIONS

Mr. M\AITCHELL. This is not what we do.
Senator HUMPHREY. That is exactly what happens in the retail

business, because I know what happens in the retail business. I know
that many chain outfits frankly say they are willing to lose a quarter
of million dollars to drive someone else out. That is good for the
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consumer temporarily until you get a lock on the market like you
have in Southwest Washington.

Mr. MITCHELL. The situation you are describing is not the case.
With Safeway, we run 21 autonomous divisions. Each division stands
on its own feet.

Senator HUMPHREY. We are going to that. We have a little evidence
here that does not quite prove all that. Evidence suggests that your
firm earns high rates of return in areas where you have a large share
of the market, and a low return in areas of stiff competition.

In Little Rock, you have 32 percent of the market and receive a
relatively high return of 4.35 percent on sales. That is a very good
percentage on sales. Yet in Sacramento, Calif., where you have only
12 percent of the market, you receive only 1.7 percent on sales, return
on sales.

You either have a lousy manager in Sacramento, or you are en-
gaging in competitive practices in Sacramento that you do not engage
in in Little Rock.

Mr. MITCHELL. In the first place, you talk about Little Rock. We
have about 12 stores in Little Rock. Most of our stores-before you
came in, Senator, I mentioned this to the other gentlemen-most of
our stores are in one-store towns and are not what you would term the
Little Rock division. They would be out in the country.

I think management has a great deal to do with it. We have had
excellent managers over the years in Little Rock, and they have built
a business and they have watched their costs and they are doing a

better job than Sacramento. Sacramento is one of our highest cost
areas.

Senator HuMPHREY. Are you indicating that your prices are the

same in Sacramento as they are in Little Rock?
Mr. MITCHELL. Probably higher in Sacramento.
Senator HUMPHREY. Probably higher?
Mr. MITCHELL. Yes.
Senator HUMPHREY. Except you are earning less on sales.

Mr. MITCHELL. Yes, we have a higher cost of doing business in
Sacramento.

Senator HUMPHREY. Are labor costs higher?
Mr. MITCHELL. Yes.
Senator HuMPHREY. Unionized?
Mr. MITCHELL. Unionized 99 percent.
Senator HUMIPHREY. Little Rock is unionized too, is it not?
Mr. MITCHELL. Yes.
Senator HumPHREY. That is not a factor then?
Mr. MITCHELL. Yes, the union rates can vary from city to city.
Senator HUMPHREY. Yes, of course. Now to give you another

example here, you make an observation that your firm and others are
fond of declaring that you earn about 1 or 2 cents per dollar on sales.
The implication with that is that it is a very low profit margin and
there is some implication you may not be doing too well. You are not
earning profits comparable to some other companies.

But Safeway's profits are up 40 percent since January, is that
correct?

Mr. MITCHELL. That would be correct.
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Senator HUMPHREY. The third quarter profits are up 75 percent
over last year.

Is that correct?
Mr. MITCHELL. At least. I thought it was closer to 100.
Senator HUMPHREY. Over last year?
Mr. MITCHELL. Over last year.
Senator HUMPHREY. How did you do last year?
Mr. MITCHELL. Third quarter?
Senator HUMPHREY. Third quarter.
Mr. MITCHELL. The third quarter of 1973 was a disaster quarter for

us and the other retail trades.
Senator HUMPHREY. Why?
Mr. MITCHELL. We had price controls. We had the beef shortage.
Senator HUMPHREY. Which got the price of beef up.
Mr. MITCHELL. We were out of stock a great deal of the time. We

were out of stock. We had many out of stocks and grocery items,
canned goods, paper products, were all on allocation. We had a terrible
third quarter. In fact, for preparation for this meeting I went back to
1955 before I could find a third quarter that was as bad as the third
quarter of 1973. That is almost 20 years.

Now the staff has come along and said, "here are your third quarters.
You doubled your profits in 1974. You are doubling it from a disaster
period."

Senator HUMPHREY. How was January of last year?
Mr. MITCHELL. January of 1973?
Senator HUMPHREY. Yes.
Mr. MITCHELL. It was not a good quarter. 1973 was not a good

year for the company.
Senator HUMPHREY. It was not?
Mr. MITCHELL. No, sir.
Senator HUMPHREY. I thought the grocery business did quite well

in calendar year 1973.
Mr. MITCHELL. In 1973, the grocery business made something, I

think it is less than seven-tenths of 1 percent.
Senator HUMPHREY. Net?
Mr. MITCHELL. Net.
Senator HUMPHREY. On sales?
Mr. MITCHELL. On sales.
Senator HUMPHREY. What were your sales?
Mr. MITCHELL. Our sales in the country here in 1973
Senator HUMPHREY. If you made 1 percent of $5 billion, you did

pretty well, did you not?
Mr. MITCHELL. No. I would say we did rather poorly.
Senator HUMPHREY. A question of perspective here.

FOOD STORE PRICES DO NOT HAVE MUCH IMPACT ON PRICE LEVEL SAYS
MITCHELL

Mr. MITCHELL. That is right. In the statement that I regret you
missed, the grocery store profits, the total grocery store profits are
miniscule compared to the other figures that we kicked around here,
the Gross National Product, that type of thing.
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The point that I am getting to, Senator, is that if we made no profit

whatsoever in the grocery business, it would not alleviate this terrible

inflation that we are having. I think food prices are up, according to

BLS, something like 15 percent. But if you took 1 percent off from all

the profits of the grocery stores, you still have a heck of a problem.

Senator HUMPHREY. I can understand that every little bit helps

and I think what we have an obligation here is to try to find out why

this great retail-farm price spread-this food inflation occurred-

because this is the thing that confounds people. Do not misunderstand

me. I believe in the profit system. I do not think you are obligated to

run a welfare agency. That is for the government. I believe in profit.

I know what it is to compete in my district. We are the only private

merchants in four counties in the drug store business there. There is

not one of us left except this old family store, started in 1903, 71 years

ago.
I know what it means to lose money; I know what it means to have

loss leaders. I was born above a drug store, raised in one, and mer-

chandised to beat the devil all my life and I am still doing it. That is

my sideline. I have to do that as a family trustee for this business. So

I know what it is. It is a small business. It does not do too much per

year, nothing like Safeway.
I know what it is to meet competition. You are not talking to an

academic or a theoretician. I believe in profits. I think you are entitled

to them.
I notice in 1970 your return on equity for domestic operations was

14.7; in 1971, 16.1; 1972, 16.1; 1973, as you indicated, not a good

year, 13.4; the first quarter of 1974, 14.5; second quarter, 17.2; third

quarter, 19.6, almost 20 percent on equity.
That is the pattern this last year after those price controls came off.

That is exactly what I said was going to happen. Everybody was going

to go out for the kill. That is what has been going on.

Let us compare you to the oil companies that we trounce around

here, and rightly so because they are a bunch of gluttons when it

comes to profits. I believe in frankness and candor. Let's take a look at

Gulf.
Gulf's after-tax return on equity was 18 percent. That is a very

good return on equity. And I notice here Shell had 17 percent. Sunoco

had 18 percent. And Safeway received on an average this year so

far at about 18 percent return on equity after taxes. Albertson's

received 20 percent.

MITCHELL EXPLAINS WHY SAFEWAY HAS HIGH RETURN ON EQUITY PRICES

Is that not an indication that there is a little something going on

this past year or have you all at once become better managers?

Obviously, wage rates are not down, Mr. Mitchell. They are up.

Utility costs are up. You are paying more money. Fuel costs are up.

You are paying more money. Yet your after-tax return on equity was

running at 19.68 in the third quarter and an average of 18 percent

in the year ending June.
How do you explain that?
Mr. MITCHELL. I explain that, Senator, by the fact that you are

looking at the stockholders equity which is in preinflation dollars.
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We do not inflate [sic] the stockholder. He is entitled to more money,
I think, because there is $700 million that he put in there before we
had all of this devaluation and so on.

But in the structure of the balance sheet there are things other
than stockholders equity. There is debt and there is off-balance sheet
financing, and I think they should be taken into account. If you take
into account Safeway has off-balance sheet financing, our lease lia-
bility is $1% billion and not reflected on the balance sheet.

Senator HUMPHREY. That was true of other years?
Mr. MITCHELL. That was true of other years. In a supermarket

chain we hock everything, really-we lease back everything. We do
not want to own anything because we can lease cheaper and there is
leverage, what we refer to as leverage. If you took the earnings on
capitalized debt, our return on investment would be about 7 percent
after you capitalize all of these leases.

Before you came in I read Senator Proxmire some figures. Our
operation expenses-I am sure you understand what I am talking
about.

Senator HUMPHREY. Yes, sir.
Mr. MITCHELL. In 1964 it was 20.7 percent of sales. In this year

to date they are 18.7 percent. We get a lot of static from people who
say you run a sloppy operation, you are wasteful, you do all these
things.

I think this is the best damn record I have seen in a long time. We
cut our expenses 2 percent, and yet our return in 1964, our net return
on percent of sales, is 1.8. This year to date it is 1.4. The average for
the past 10 years is 1.4.

Senator HUMPHREY. Your operating expenses are, I would say, are
very reasonable.

Mr. MITCHELL. We work hard.
Senator HUMPHREY. Let me ask you, Mr. Mitchell, what do you

think is the cause of this unbelievable farm-retail price gap? How do
I explain, for example, to my farmers when they are getting 34 cents
a dozen for eggs, the price you charge for them here in Washing-
ton, D.C.?

There is an explanation. I want you to tell the listening audience
here and the reporters what it is? I go home and see Mr. Waggoner,
who is a poultry farmer, and he is paid 34 cents a dozen. f go to
Washington and they are $1.09. In Minnesota they are fresher eggs
than I get here, real fresh, right smack bang out of the henhouse,
Grade A large, and at a difference, I might say, of 60 to 65 cents a
dozen.

I think that something happens when you get to Washington. They
must gold plate them or something here. I have never seen anything
like it.

When I go back to constituents of my State and tell them what
the price of eggs is here and they tell me what they are getting there,
they cannot believe it.

There is a reason for it, but would you tell us?

RETAILERS SHOULD NOT GET THE HEAT FOR PRODUCER ACTIVITIES

Mr. MITCHELL. All I know is what we pay vendors. I have a clipping
from the San Francisco paper here. It says, "State Helps Keep Egg
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Prices Up." This is a current clipping, December 4. So all of the egg
producers get into some kind of a coop and they decide, and I will
leave this clipping with you, Senator, if you like, and they decide they
are going to ship eggs to Japan or elsewhere overseas, at a lower rate.
They are going to short the local egg market, which they say will
increase the price of their eggs back to 8 cents.

Senator HUMPHREY. Right. If you are a farmer, that is exactly
what you ought to do.

Mr. MITCHELL. I do not care what they do. I do not like to get the
heat for it.

Senator HUMPHREY. The retail business ought to try to explain to
the American people, to consumers, how you are being hijacked on
egg prices, if you are telling us the truth, and I have no reason to feel
you are not.

Way is it that eggs will sell for $1.09 when Grade A eggs at the farm
are 40 cents a dozen? That is a good average retail price, $1.18, $1.19,
$1.03, $1.09.

Why is that? This happens all the time.
Mr. MITCHELL. That is competition.
Senator HUMPHREY. Good. That is what I thought. I wondered

why that did not translate itself into some other items.
Mr. MITCHELL. We used to grow alfalfa personally.
Senator HUMPHREY. Yes.
Mr. MITCHELL. When we grew it, we got $18 a ton behind the

bailer. We gave up growing alfalfa because it got army worms and
weevils and we did not have enough time to put in on it. We grow
cows. We have to buy alfalfa now and we pay $72 a ton. That price
increase is over a period of 3, 4 years.

Senator HUMPHREY. Is that what the farmer receives?
Mr. MITCHELL. He is getting $72 a ton for it.
Senator HUMPHREY. Some of them have to buy it, too, for feed.
Mr. MITCHELL. One farmer is charging the other farmer $72 a ton.
Senator HUMPHREY. Again, on perishable items, sir, how do you

explain to the consumer that your hamburger meat in the packing
house is around 16 to 18 cents, and what do you charge for hamburger?

Mr. MITCHELL. 79 cents, something like that.
Senator HUMPHREY. What happens? In my State it is 12 to 14 cents

for hamburger meat, for a cow when they cull the herd.
Mr. MITCHELL. If you know, and I am not a meat man, you buy a

cow and you slaughter it, and to get you a carcass there is 60 percent
by weight left.

If you look in the paper today, the beef market was 37-40, live.
Senator HUMNPRHEY. That is what they print. That is not what the

farmer gets. He may get 29, 30 cents, because that is a certain kind of
class. By the time that farmer gets to the market and has marketed
that cow or steer, the price that he gets is entirely different than what
is printed in the paper. That is another thing that needs to be under-
stood here.

I come home to my beef grazers. They will show me their marking
slips. They will show me the market price that is printed in the local
newspaper, the local newpaper's market price as compared to what the
farmer gets. It has no more relationship than the man in the moon to
a crocodile. There is no relationship at all.

Is that not a factual statement?
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Mr. MITCHELL. I do not know.
Senator HumPHREY. You ought to know, you are in the food

business.
Mr. 'MITCHELL. We are buyers of carcass beef. We are not buyers

of live animals. We do not own live animals, we do not slaughter any,
we do not feed any. We just buy carcass beef.

The price quoted yesterday was 37-40 for live U.S. choice, 1,000-
pounds in the Wall Street Journal. The price for carcass beef was
about 60, reflecting a 60 percent cut-out. We are getting to the price
of hamburger.

If we buy carcass beef and bone it ourselves, you get something
like 240 pounds, some such figure, of ground beef out of the 600 pound
carcass that you bought. So that is why your price keeps multiplying.

In other words, a 1,000 pound steer does not produce 1,000 pounds.
Senator HuiMPHREY. Of course not. It may produce 300 pounds of

meat with the bones out and the entrails and all, 300 pounds. When
that starts out at 12 cents, it should not end up at 88 cents. This is
one of the reasons for this hearing, this constant price spread that no
one understands, and I never found anyone yet that can explain it,
and I am trying to get somebody in the market to do so.

I know there must be an explanation. I realize each person that
handles it gets a profit. All I want is for a man of your ability and
standing in the food market to explain to the American public what
happens.

You say you are not overcharging. There are some people who think
there really is not much competition anymore simply because most of
the private merchants in the food business have been eliminated,
leaving only the big chain operation. When the giants get together,
they learn how to live together. They learn that competition is some-
times not too good. It is much better if you have high and stable
prices in the market than highly competitive prices. Most of the real
competition comes when you are trying to put somebody out of busi-
ness. When you really get command of the market-there is a nicer
way to put it-when you dominate the market or get a lion's share of
the market, that is when you earn excessive profits.

After you have the market locked up and you have a commanding
position in the market, people pretty well respond to you. It is like
General Motors. The rest of your competitors live by suffrance.
They do not dare to eliminate Chrysler and American Motors or
they would have the Justice Department on them. So they have a
kind of paternalistic attitude. In effect when a big corporation gets
so much control of the market, it loses its competitive zeal. It is just
like the politician who gets too much of a vote. He does not take care
of his constituents. It is when you are close and have competition
that you become lean like Cassius Clay and do a better job.

It is true of football, it is true of education, it is true of economics
and it is true of Safeway, which is among the largest of the food chains.

Mr. MITCHELL. In the United States we are second.
Senator HumPHREY. Who is the largest?
Mr. MITCHELL. A. & P.
Senator HUMPHREY. You are very close.
Mr. MITCHELL. That is correct.
Senator HUiPHREY. The two largest food chains, when you and

A. & P. compete, you come down the skids together, like two skiers
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coming down the slopes-just like twins. You come down there and
your prices all kind of hang together.

That was not the case before you got that dominant influence in
the market, was it?

MITCHELL-EVERY YEAR FOOD CHAINS ARE HIGHLY COMPETITIVE

Mr. MITCHELL. I have been around this company for 38 years.
Every year has been a pretty darn tough competitive year. I have not
seen any situation where we dominated a market or anything else
like it.

Many of these markets that you mentioned have new competitors
coming in to them. We outlined this. I could name a few. The
Albertson chain has been going faster than Safeway. They have been
entering territories where we are. The Target stores, Penny's Treasury
stores, K-Mart, have brought in competition. In every area where we
operate we have vigorous competition.

I think we get some of the best competition from the independents
who join some kind of voluntary group and he is willing to work long
hours standing up to get that business. And he will do it. They are
smart. They are good merchants.

Senator HUMPHREY. You are saying there is good competition.
Mr. MITCHELL. I say there is good competition. I say good competi-

tion is keeping us on our toes.
If it were not, we would not be working on these expenses that I

talked to you about, which I think is a tremendous record, without
blowing my own horn.

Senator HUMPHREY. The time is running out here, Mr. Mitchell.
One of the requirements of the committee subpena was asking you
to submit sales, cost, and profit data on their major departments in
your supermarkets, like meat, grocery, and produce.

All you provided were sales in these categories.
Mr. Alioto, mayor of San Francisco who testified before the com-

mittee last week, said that you do have such information on documents
that are put together for your use. Also, Mr. Perkins of Jewel Tea
said the chains indeed know their profits by departments. He claims
he is losing money on meat, so he had to know his profit by department.

SAFEWAY DOES NOT KNOW ITS NET PROFIT BY DEPARTMENT

Are you telling this committee that you do not know what your
profits are by department and you claim you do not know whether
you are making or losing money on meat?

Mr. MITCHELL. In some of the testimony I read, people are con-
fusing gross profit and net profit. I am sure you would not do that,
Senator, because you have been in the business. You know what we
are talking about.

Senator HUMPHREY. I still want to know what vour estimated net
profits were in these areas.

Mr. MITCHELL. We have gross profits by department. In order
to generate a gross profit of any kind, you have to know what your
sales are.

Our cash register keys generally are set up with three departments
and a tax key. The checker or cashier, when you bring your things
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forward, segregates your order and rings up meat, rings up produce,
and rings up groceries. And we do generate a figure of gross profit
by department. And that information was submitted to Congressman
Vigorito at the hearings on November 19th.

We do not generate a figure at net profits by departments and I will
be happy to explain why.

Within a store, again as you know, there are many common ex-
penses. You have your rent, you have your insurance, you have re-
pairs. The checkstand operation is a common one. You have carryout
boys who operate throughout all departments.

We have never segregated or attempted to segregate by one means
or another each of these individual departments. We do not think it
would serve any useful purpose.

Senator HUMPHREY. You do not allocate those expenses?
Mr. MITCHELL. No sir.
Senator HUMPHREY. You take, for example, some of the larger

stores like Kresge's, Sears, and Montgomery Ward. They allocated
expenses. I remember in my early experience with some of these,
they even checked the amount of floorspace that they are using and
whether goods yield a net return on floorspace used. There is no sense
in having a lot of items piled up in a place where you are just getting
large gross sales on it if they are all losers.

That is the first thing you learn.
If you have, for example, you are running a large establishment, and

you have a soda fountain, yet you find out it is a dead loser year after
year, year after year. You have to question it and ask yourself,
"Is it worth keeping there to bring in the trade." It may be an attrac-
tion for the trade, or is it such a loss that you ought to get rid of it
because you could use the floorspace to hold fly spray better.

Every successful merchant that I know does that. You weigh it out.
Here is Mr. Perkins of Jewel tea. He said he knows they are losing

money on meat. How does he know that if he only keeps track of gross
profits?

SAFEWAY DOES NOT KNOW ITS NET PROFIT ON MEAT

Mr. MITCHELL. I do not have any idea how he knows that. We do
not. We cannot do it retroactively. Perhaps we could do it prospec-
tively, if we thought the information would be of value.

Senator HUMPHREY. It would be of value to you.
Mr. MITCHELL. We have tried to cut down on expenses. We have a

flood of paperwork in this company already and in the Government,
as you know. We have tried to cut down and streamline our expenses.
We have got hundreds of expenses.

I ask you, we have a bad check artist come in and he writes a check
for $100 and it bounces, it is not good. Who are you going to charge
that to?

Senator HUMPHREY. The store.
Mr. MITcHELL. We do charge it to the store.
Senator HUMPHREY. Allocate it.
I 1r. MITCHELL. On what basis?
Senator HUMPHREY. You have to have some kind of formula. You

start off any bookkeeping system with certain assumptions. I am not
going to try to tell you how to run your business. You know how to do
that. Everyone does that. I have been a manager of a store where we
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had departments and we knew whether or not a particular department
was making money or losing money.

If you did not know that, you could not control your floorspace.
You lease, do you not?
Mr. MITCHELL. Yes.
Senator HUMPHREY. You lease property and you are leasing so many

square feet of floor space. You would like to know whether that floor-

space is yielding a profit. You are not trying to run a gallery, you
know, where people take a look at the labels. You are really trying to
see if it makes a profit.

If you have one-fourth of your floorspace in losers, you are not a

very good manager. There must be a profitable item that you can
put in there. Let somebody else run the losers. I learned that a long
time ago. That is the only way we stayed in business for three-quarters
of a century. You cannot have losers all over the joint. You have got to
know whether they are making money.

Now you are telling me you do not know whether your meat depart-
ments are making any money?

Mr. MITCHELL. We know what our gross profit is.
Senator HUMPHREY. That does not tell you anything. Gross does not

mean a hoot.

SAFEWAY DOES NOT KNOW WHAT ITS BEEF SALES ARE

Mr. MITCHELL. We do not know the net profit on the meat depart-
ment. We do not know the net profit on beef. We do not even know
what our sales are on beef.

Senator HUMPHREY. You are in one heck of a fix.
Mr. MITCHELL. We may be, but it is slightly better than our com-

petitors who are spending a lot of their time spinning the wheel about
things they cannot do anything about.

Senator HUJMPHREY. How do you know how to price your meat
if you do not know whether you are making a profit?

MEAT PRICES-HOW DO FOOD CHAINS FIGURE THEM?

Mr. MITCHELL..We price it competitively.
Senator HuMPHREY. You do?
Mr. MITCHELL. Yes.
Senator HUMPHREY. That is why you have standard prices for

turkeys. You know the other fellow is checking it out and he makes a
profit so you figure if they are making one at 55 cents, you can price
it at 55 cents.

Mr. MITCHELL. In this trade, we have never made any money on

turkeys. Christmas and New Year's turkey sales, we probably pay
52 cents for them.

Senator HUMPHREY. How do you know you are not making money
on turkeys if you do not have any way to check out net profits?

Mr. MITCHELL. We pay 50 cents, we sell them for 55 cents. My in-
stinct tells me-

Senator HUMPHREY. That tells you you are not making much money?
Mr. MITCHELL. That is not enough to pay the rent.
Senator HUMPHREY. You do not get a little operational deal when

you buy large amounts?
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Mr. MITCHELL. Suppose you reached the conclusion, as vou probably
reached the conclusion, that I will not handle turkeys this year be-
cause I cannot make any money on them. We cannot be in the grocery
store business without handling turkeys.

Senator HUMPHREY. That is one of the trade-offs you have to make,
I agree. There are certain things you have to carry even if you do not
make a dime on them. You may actually lose some.

I would think good management would require that you would know
how much you were going to lose and whether or not a department is
a profitable department. Gross profits do not mean a hoot.

You can have gross profits and go broke. It is easy to have gross
profits.

Mr. MITCHELL. Some of our competition are going broke.
Senator HuiMPHREY. Gross profits-again, gross profits mean very

little unless you have a way to determine what each department is
doing. Apparently, we have some disagreements on this. You indicated
very strongly here that you are highly competitive. All evidence here
indicates that you do quite well despite that competition. Maybe it is
due to very good management. But I was rather interested in noticing
that your profits on equity, after tax was as good as the oil companies.
Here I have been getting after the oil companies all the time and you
did as good as Glulf, Sunoco, and you did as well as Shell.

That is really going some.
Mr. MITCHELL. Perhaps if the SEC lets us capitalize leases, we will

get back to a figure of 7 percent and we will not look so good.
Senator HUMPHREY. In other words, you think the difference on

your leasing arrangement is what causes the discrepancy.
Mr. MITCHELL. This is a leverage business.
Senator HUMPHREY. Mr. Mitchell, you are lucky I have to go to

a luncheon, and I think it is time for you to eat. You have been here
since 10, have you not?

Mr. MITCHELL. Yes, I have, Senator.
Senator HUMPHREY. We thank you very, very much for your

cooperation.
Mr. MITCHELL. If you ever get out to Oakland, I hope you visit.
Senator HUMPHREY. Oakland, Calif.?
Mr. MITCHELL. Yes.
Senator HUMPHREY. How are the Raiders going to do?
Mr. MITCHELL. They are going to win.
Senator HUMPHREY. I hope you and I have a chance to see the

Raiders play the Vikings. I am not at all sure that is going to work
out. If they do, it would be the most amicable relationship up until
the game starts.

Mr. MITCHELL. The Raiders are highly competitive.
Senator HUMPHREY. They are very good.
I enter into the record the divisional profits of Safeway stores in

rate of return on sales by division relating to Butte, Dallas, and Denver
and all other areas of the Safeway Corp.,

Senator HUMPHREY. The committee is adjourned.
[Whereupon, at 12:45 p.m., the committee adjourned, subject to

the call of the Chair.]

'The information referred to may be found In the Committee files.
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